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AMERICAN  ECONOMIC  ASSOCIATION 


The  American  Economic  Association  was  organized 
at  Saratoga,  Sept.  9,  1885.  During  the  eleven  years 
and  more  of  its  existence  it  has  steadily  increased  the 
scope  of  its  work  and  influence,  until  today  nearly  every 
institution  of  learning  in  the  country  that  does  special 
work  in  economics  is  represented  on  its  Council,  and 
most  of  them  have  several  representatives  among  its 
members.  Very  many  of  its  members,  too,  are  found 
in  the  ranks  of  the  business  men  of  the  country, 
who  are  interested  in  economic  studies.  From  these 
facts  it  will  be  seen  that  the  Association  represents  no 
school  of  economic  thought,  but  that  it  represents  all 
opinions  and  welcomes  as  members  all  who  wish  to  fur¬ 
ther  the  study  of  the  science.  Among  its  publications 
will  be  found  those  representing  widely  divergent  views 
in  economic  theory,  as  well  as  many  that  have  a  direct 
bearing  upon  the  public  questions  of  the  day.  During 
the  last  year  the  Association  has  published  in  addition  to 
the  scientific  Monographs.,  one  volume  of  the  briefer  Eco¬ 
nomic  Studies.  The  last  two  Monographs,  Professor 
Irving  Fisher’s  “Appreciation  and  Interest,”  and  Mr. 
F.  h.  Hoffman’s  “  Race  Traits  and  Tendencies  of  the 
American  Negro,”  with  the  last  two  numbers  of  the 
Studies,  Dr.  F.  L.  McVey’s  “  The  Populist  Movement,” 
and  Mr.  W.  R.  Hopkins’  “  The  Street  Railway  Problem 
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in  Cleveland,” — ^furnish  striking  examples  of  the  cath¬ 
olicity  of  spirit  in  the  managing  council. 

It  is  the  aim  of  the  Association  to  extend  its  influence 
as  widely  as  possible  through  its  publications.  Its  offi¬ 
cers  receive  no  pay  for  services  rendered,  and  the 
money  received  from  the  sales  of  publications  and  from 
memberships  is  used  in  extending  its  work.  Mem¬ 
bers  of  the  Association  may  know  therefore  that  they 
are  not  only  receiving  in  the  publications  an  equivalent 
for  their  membership  fees,  but  they  are  making  it  possi¬ 
ble  in  many  cases  to  publish  the  results  of  scientific 
work  which,  however  valuable  they  may  be,  a  private 
firm  might  not  be  justified  in  publishing.  The  Associa¬ 
tion  yvould  be  glad  to  extend  its  work  much  more  widely 
in  this  direction,  and  for  this  purpose  would  be  glad  to 
increase  its  membership,  or  to  administer  funds  placed 
in  its  hands.  It  is  especially  to  be  desired  that  many 
more  of  our  public  men^  and  of  our  business  men  inter¬ 
ested  in  public  affairs,  join  the  Association.  Our  mem¬ 
bers  can  do  much  in  bringing  about  this  result  by 
calling  the  attention  of  such  men  to  the  character  of  the 
Association  and  the  advantages  of  membership. 

The  meetings  of  the  Association  are  not  only  enjoyed 
as  furnishing  opportunities  for  the  members  to  become 
better  acquainted  one  with  another,  but  the  scientific 
discussions  are  often  productive  of  valuable  results. 
The  discussion  last  year  in  Indianapolis,  on  the  money 
question,  and  the  one  this  year,  lasting  a  whole  day, 
on  Investments  and  the  Duty  of  the  Government 
toward  the  Investor,  were  of  very  unusual  interest 
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and  value.  Not  only  does  the  Association  endeavor  to 
exert  an  influence  by  the  discussion  of  such  practical 
questions  and  by  its  publications,  but  it  also  at  times 
seeks  to  aid  more  directly  in  securing  wise  legislation. 
A  committee  appointed  last  year  to  act  in  conjunction 
with  a  committee  of  the  American  Statistical  Associa¬ 
tion,  has  been  attempting  to  secure  the  establishment  by 
Congress  of  a  permanent  census  bureau. 

Any  person  may  become  a  member  of  the  Association 
upon  application  to  the  Secretary.  The  membership  fee 
is  three  dollars  a  year;  life  membership  fifty  dollars. 
Members  are  entitled  to  all  the  publications  of  the  As- 
.sociation,  and  receive  also  a  discount  of  one-sixth  on  any 
back  numbers  or  volumes  of  the  publications  which  they 
may  wish  to  purchase.  Libraries  and  other  institutions 
may  receive  all  the  publications  by  paying  an  annual  sub¬ 
scription  of  four  dollars,  or  may  receive  the  Studies 
alone  for  two  and  one-half  dollars  annually. 


CONSTITUTION. 


ARTICLE  I. 

Name. 

This  Society  shall  be  known  as  the  American  Eco¬ 
nomic  Association. 

ARTICLE  II. 

Objects. 

1.  The  encouragement  of  economic  research,  espe¬ 
cially  the  historical  and  statistical  study  of  the  actual 
conditions  of  industrial  life. 

2.  The  publication  of  economic  monographs. 

3.  The  encourageiyent  of  perfect  freedom  of  eco¬ 
nomic  discussion.  The  Association,  as  such,  will  take 
no  partisan  attitude,  nor  will  it  commit  its  members  to 
any  position  on  practical  economic  questions. 

4.  The  establishment  of  a  bureau  of  information  de¬ 
signed  to  aid  members  in  their  economic  studies. 

ARTICLE  III. 

Membership. 

Any  person  may  become  a  member  of  this  Association 
by  paying  three  dollars,  and  after  the  first  year  may  con¬ 
tinue  a  member  by  paying  an  annual  fee  of  three  dollars. 
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On  payment  of  fifty  dollars  any  person  may  become  a 
life  member,  exempt  from  annual  dues.* 

ARTICLE  IV. 

Honorary  Members. 

The  Council  may  elect  foreign  economists  of  distinc¬ 
tion,  not  exceeding  twenty-five  in  number,  honorary 
members  of  the  Association.  Each  honorary  member 
shall  be  entitled  to  receive  all  reports  and  publications 
of  the  Association. 

ARTICLE  V. 

Officers. 

The  officers  of  the  society  shall  consist  of  a  President, 
three  Vice-Presidents,  a  Secretary,  a  Treasurer,  a  Publi¬ 
cation  Committee  and  a  Council. 

ARTICLE  VI. 

Council. 

1.  The  Council  shall  consist  of  an  indefinite  number 
of  members  of  the  society,  chosen,  with  the  exception  of 
the  original  members,  for  three  years.  It  shall  have 
power  to  fill  all  vacancies  in  its  membership,  and  may 
add  to  its  number. 

2.  It  shall  elect  the  President,  Vice-Presidents,  Sec¬ 
retary,  and  Treasurer,  which  officers,  with  the  Chairman 
of  the  Publication  Committee,  shall  constitute  an  Execu- 

*Notb. — Each  member  shall  be  entitled  to  receive  all  reports  and 
publications  of  the  Association. 
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tive  Committee  with  such  power  as  the  Council  may  en¬ 
trust  to  it. 

3.  The  Council  shall  organize  itself  into  a  number 
of  standing  committees  upon  the  various  lines  of  research 
undertaken.  These  committees  shall  prepare  reports 
from  time  to  time  upon  such  subjects  relating  to  their 
respective  departments  as  they  may  select,  or  as  may  be 
referred  to  them  by  the  Council.  These  reports  shall  be 
presented  to  the  Council  at  its  regular  or  special  meet¬ 
ings  and  be  open  to  discussion.  All  papers  offered  to 
the  society  shall  be  referred  to  the  appropriate  commit¬ 
tees  before  being  read  in  the  Council. 

4.  The  Council  shall  have  charge  of  the  general  in¬ 
terests  of  the  society,  and  shall  have  power  to  call  meet¬ 
ings  and  determine  what  reports,  papers,  or  discussions 
are  to  be  printed,  and  may  adopt  any  rules  or  regulations 
for  the  conduct  of  its  business  not  inconsistent  with  this 
constitution. 

5.  The  Council  shall  elect  a  Committee  on  Publica¬ 
tions,  which  shall  consist  of  six  members,  so  classed  that 
after  the  first  election  the  term  of  two  members  shall  ex¬ 
pire  each  year.  This  committee  shall  have  charge  of 
and  responsibility  for  the  scientific  publications  of  the 
Association. 

ARTICLE  VII. 

Amendments. 

Amendments,  after  having  been  approved  by  a  major¬ 
ity  of  the  Council,  may  be  adopted  by  a  majority  vote  of 
the  members  present  at  any  regular  meeting  of  the  As¬ 
sociation. 


BY-LAWS. 


1.  The  President  of  the  Association,  who  shall  be 
ex-officio  a  member  of  the  Council,  shall  preside  at  all 
meetings  of  the  Council  and  Association,  and  perform 
such  other  duties  as  may  be  assigned  to  him  by  the  Coun¬ 
cil.  In  case  of  inability  to  perform  his  duties,  they  shall 
devolve  upon  the  Vice-Presidents  in  the  order  of  their 
election,  upon  the  Secretary  and  Treasurer,  and  upon 
the  Chairmen  of  the  Standing  Committees,  in  the  order 
in  which  the  committees  are  mentioned  in  the  list. 

2.  The  Secretary  shall  keep  the  records  of  the  Asso¬ 
ciation,  and  perform  such  other  duties  as  the  Council 
may  assign  to  him. 

3.  The  Treasurer  shall  receive  and  have  the  custody 
of  the  funds  of  the  Association,  subject  to  the  rules  of 
the  Council. 

4.  The  following  Standing  Committees  shall  be  or¬ 
ganized  : 

(1) .  On  Labor. 

(2) .  On  Transportation. 

(3) .  On  Trade. 

(4) .  On  Public  Finance. 

(5) .  On  Industrial  and  Technical  Education. 

(6) .  On  Exchange. 

(7) .  On  General  Questions  of  Economic  Theory. 

(8) .  On  Statistics. 

(9) .  On  Teaching  Political  Economy. 
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The  Executive  Committee  may  appoint  such  special 
committees  as  it  may  deem  best. 

5.  At  any  meeting  called  by  the  general  summons  of 
the  President,  five  members  shall  constitute  a  quorum. 

6.  Papers  offered  for  the  consideration  of  the  Council 
shall  be  referred  by  the  Secretary,  each  to  its  appropriate 
committee. 

7.  In  order  to  encourage  economic  research,  the 
Association  proposes  to  render  pecuniary  assistance  in 
the  prosecution  of  the  same,  and  to  offer  prizes  for  the 
best  monographs  upon  selected  topics.  It  stands  ready 
to  accept  and  administer  any  fund  placed  at  its  disposal 
for  either  purpose. 

8.  The  Executive  Committee  shall  have  power  at 
any  time  to  add  new  members  to  the  Council. 

9.  The  Executive  Committee  shall  assign  all  mem¬ 
bers  of  the  Council  to  one  of  the  Standing  Committees, 
and  shall  appoint  the  .Chairmen  of  the  Committees. 

10.  It  shall  be  the  duty  of  the  Chairmen  of  the  re¬ 
spective  Committees  to  organize  and  direct  the  work  of 
the  same,  under  the  general  control  of  the  Council. 
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The  Ninth  Annual  Meeting  of  the  Amencan  Eco¬ 
nomic  Association  was  held  in  Levering  Hall,  Johns 
Hopkins  University,  Baltimore,  Md.,  December  28-31, 
1896.  On  Monday  evening,  after  a  cordial  address  of 
welcome  by  Dr.  D.  C.  Gilman,  President  of  the  Johns 
Hopkins  University,  the  response  by  Professor  H.  C. 
Adams,  President  of  the  Association,  and  the  annual 
address  by  President  Adams,  an  informal  reception  was 
given  the  members  of  the  Association  in  McCoy  Hall. 
On  Tuesday  evening,  Mr.  Theodore  Marburg,  chairman 
of  the  local  committee  of  arrangements,  gave  a  reception 
at  his  home  to  the  members  of  the  Association,  at  which 
they  had  the  privilege  of  meeting  many  of  the  citizens 
of  Baltimore.  On  Wednesday  evening  the  members 
were  the  guests  of  the  Merchants  and  Manufacturers’ 
Association  at  their  annual  banquet. 

At  the  regular  meetings  the  following  program  was 
carried  out  most  acceptably,  in  spite  of  the  enforced 
absence,  on  account  of  illness,  of  the  leaders  of  the  dis¬ 
cussion  on  the  agricultural  question.  Noteworthy  fea¬ 
tures  were  the  time  given  to  informal  discussion  and  the 
keen  interest  manifested  in  these  debates. 
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PROGRAM. 

Monday,  December  28. 

Evening  Session,  8  p.  tn. 

I.  Address  of  welcome,  by  Dr.  Daniel  C.  Gilman,  President  of 
the  Johns  Hopkins  University. 

II.  Response  by  the  President  of  the  Association. 

III.  President’s  Annual  Address:  “The  Relation  of  Economics  to 

Jurisprudence.”  Professor  Henry  C.  Adams,  University 
of  Michigan. 

Tuesday,  December  29. 

Morning  Session,  10  a.  tn. 

I.  General  Discussion  on  the  President’s  Address. 

II.  Discussion  :  “  Is  there  a  Distinct  Agricultural  Question?” 

Led  by  Professor  Bailey,  of  Cornell  University  ;  followed  by 
Hon.  Geo.  T.  Powell,  Director  of  Agricultural  Institutes,  Penn- 
I  sylvania;  Hon.  L.  G.  Powers,  Bureau  of  Labor  Statistics,  Min¬ 
nesota,  and  others. 

Afternoon  Session,  j  p.  m. 

I.  Report  of  the  Committee  appointed  at  the  last  annual  meeting 
on  the  Organization  of  the  Census,  by  Professor  Roland 
P.  Falkner,  Chairman. 

II.  Crime  and  the  Census. 

Professor  Roland  P.  Falkner,  University  of  Pennsylvania. 

III.  The  Use  of  Credit  Instruments  in  Retail  Trade. 

Professor  David  Kinley,  University  of  Illinois. 

IV.  The  Quantity  Theory  of  Money. 

Professor  W.  A.  Scott,  University  of  Wisconsin. 


Wednesday,  December  30. 

Morning  Session,  10  a.  tn. 

Discussion:  “What  is  the  Present  Direction  of  Acquisitive  Invest¬ 
ments?  What  are  the  Economic  Effects  of  such  Invest¬ 
ments?” 
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Led  by  Hon.  Charles  S.  Fairchild,  ex-Secretary  of  the 
Treasury  ;  followed  by  Professor  F.  H.  Giddings,  Professor 
Joseph  French  Johnson,  and  others. 

Afternoon  Session,  j  p.  m. 

Discussion  :  “The  Duty  of  the  Government  toward  the  Investor.” 

Led  by  PROFESSOR  Arthur  T.  Hadley,  Yale  University ;  fol¬ 
lowed  by  Skipwith  Wilmer,  Esq.,  Baltimore ;  Professor  W. 
\V.  Folwell,  and  others. 


Thursday,  December  31. 

Morning  Session,  10  a.  m. 

I.  The  Operation  of  the  General  Property  Tax  in  California. 

Professor  Carl  C.  Elehn,  California  State  University. 

II.  The  Day  Labor  and  Contract  Systems  on  Municipal  Works. 

Professor  J.  R.  Commons,  Syracuse  University. 

III.  A  Decade  in  Federal  Railway  Regulation. 

Harry  T.  Newcomb,  U.  S.  Department  of  Agriculture. 

The  annual  address  of  the  President,  with  the  discus¬ 
sion  thereupon,  appears  in  the  first  number  of  Volume 
II  of  the  Economic  Studies.  It  is  probable  that  some  of 
the  other  papers  and  discussions  will  be  put  into  more 
complete  form  for  the  Studies.  Meanwhile  abstracts 
are  given  on  the  following  pages. 


COUNCIL  MEETINGS. 

Two  meetings  of  the  Council  of  the  Association  were 
held,  with  President  Henry  C.  Adams  in  the  chair. 
The  following  actions  of  general  interest  to  the  members 
were  taken : 

It  was  voted  that  the  matter  of  determining  the  time 
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and  place  for  the  next  annual  meeting  be  referred  to  the 
Executive  Committee  with  power. 

The  committee  appointed  to  audit  the  Treasurer’s  ac¬ 
count,  included  in  their  report  a  recommendation  that 
the  Executive  Committee  consider  the  practicability  of 
so  arranging  the  business  of  the  Association  that  the 
membership  year  and  the  publication  year  coincide,  and 
that  the  Committee  report  on  the  subject  at  the  next 
meeting.  On  motion  the  recommendation  was  adopted. 

It  was  voted  that  the  Executive  Committee  draft  and 
send  a  resolution  of  congratulation  to  Mr.  Herbert 
Spencer  on  the  completion  of  his  “  System  of  Synthetic 
Philosophy.” 

On  motion  the  Executive  Committee  was  authorized 
to  make  appropriations  for  carrying  on  the  business  of 
the  Association  during  the  ensuing  year. 

The  following  officers  were  elected  for  the  ensuing 
year : 

President,  Henry  ’C.  Adams,  Ph.D.,  University  of 
Michigan  ;  Vice-Presidents,  Franklin  H.  Giddings,  M.A., 
Columbia  University  ;  E.  R.  L.  Gould,  Ph.D.,  New  York 
City;  Roland  P.  Falkner,  Ph.D.,  University  of  Pennsyl¬ 
vania;  Secretary,  Walter  F.  Willcox,  Ph.D.,  Cornell 
University  ;  Treasurer,  Charles  H.  Hull,  Ph.D.,  Cornell 
University ;  members  of  Publication  Committee  for  terms 
expiring  1899,  Davis  R.  Dewey,  Ph.D.,  Massachusetts 
Institute  of  Technology,  and  W.  A.  Scott,  Ph.D.,  Uni¬ 
versity  of  Wisconsin. 

The  members  of  the  Council  whose  term  of  office  ex¬ 
pired  with  1896  were  re-elected,  and  the  following  new 
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members  were  added :  R.  M.  Breckenridge,  Ph.D., 
Haverford  College;  J.  H.  Hamilton,  Ph.D.,  Syracuse 
University;  H.  L.  Moore,  Ph.D.,  Johns  Hopkins  Uni¬ 
versity;  W.  C.  Mains,  Ph.D.,  Ursinus  College;  Profes¬ 
sor  Benjamin  H.  Ripton,  Union  College,  and  Professor 
Delos  DeWolf  Smyth,  Hamilton  College. 

REPORT  OF  THE  SECRETARY. 

The  work  of  the  year  has  been,  on  the  whole,  satis¬ 
factory,  though  the  total  receipts  have  not  been  quite  so 
large  as  those  for  the  year  preceding.  The  membership 
remains  about  the  same  with  a  very  slight  increase,  as 
follows : 


Life  members,  .  .  .  Loss  by  death .  i 

Additions .  i 

Total  number  at  present  ...  74 

Hotiorary  members,  .  Loss  by  death .  i 

Additions  .  o 

Total  number  at  present  .  .  .  15 

Regular  members, .  .  Loss  by  death,  resignation,  or 
dropped  for  non-payment  of 

dues . 29 

Became  subscribers  .  ...  6 

Additions . 38 

Net  gain . .  .  .  .  3 

Total  number  at  present  .  .  .  479 

Subscriptions,  ....  Lost .  3 

Additions . 14 

Transferred  from  membership 

list .  6 

Net  gain .  17 

Total  number  at  present  ...  97 

Total  subscribers  and  members .  665 

Net  gain .  20 
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There  have  been  some  annoying  delays  in  reports  due 
from  the  publishers,  but  they  are  finally  in.  There  has 
been  a  decrease  in  the  receipts  from  sales  and  sub¬ 
scriptions  of  $329.15  ($1,480.65-11,151.50);  but  the  re¬ 
ceipts  for  1895  were  unusually  large  by  reason  of  the 
collection  of  some  large  outstanding  accounts.  The  re¬ 
ceipts  for  that  year  from  these  sources,  therefore,  were  more 
than  for  the  fifteen  months  preceding.  This  last  year 
has  netted  more  from  sales  and  subscriptions  than  any 
year  preceding  1895,  and  the  actual  sales  are  doubtless 
larger  than  for  any  year  before.  Though  there  seems 
to  be  as  yet  no  decided  gain  from  connection  with  a 
regular  publishing  house,  it  has  still  advantages  of  con¬ 
venience,  and  experience  will  probably  show  also  a 
steady  increase  in  circulation'.  The  Secretary  would 
recommend,  therefore,  that  the  contract  with  The  Mac¬ 
millan  Company  be  continued. 

The  publication  of  the  new  series,  the  Economic 
Studies.,  gives  us  a  regular  serial  which  affords  our 
members  the  certainty  of  getting  numbers  w’hen  they 
are  expected.  Furthennore,  as  the  Studies  are  less  ex¬ 
pensive,  the  new  system  enables  the  management  to  con¬ 
trol  readily  the  finances  of  the  Association.  If  the  balance 
in  the  treasury  falls  off,  the  publication  of  monographs 
can  be  delayed  ;  if  it  increases,  more  can  be  put  out. 

During  the  past  year  the  Association  printed  as  many 
monographs  as  in  the  year  preceding — though  the  num¬ 
ber  of  pages  has  been  66  less — and  in  addition  has 
printed  six  numbers,  one  volume  of  376  pages,  of  the 
Economic  Studies.  The  hand-book  for  this  year  was 
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also  slightly  larger  than  the  one  of  last  year,  and  one 
monograph,  Hoffman’s  “  Race  Traits  and  Tendencies  of 
the  American  Negro,”  was  issued  in  an  edition  of  2,000 
copies.  These  additions  have  made  the  publication  ex¬ 
penses  I543.53  more  than  in  1895.  There  has  been  a 
saving  in  expenses  of  administration  of  $184.92,  and  an 
increase  of  income  from  membership  of  $169;  but,  on 
the  whole,  the  excess  of  total  disbursements  over  total 
receipts  for  the  year  amounts  to  $462.26.  Under  these 
conditions  it  will  probably  be  advisable  not  to  print 
another  monograph  for  four  or  five  months. 
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SUMMARY  OF  TREASURER’S  REPORT,  1896. 


Charles  H.  Hull,  Treasurer, 

In  account  with  the  American  Economic  Associa¬ 
tion  for  the  year  ending  December  zy,  /8p6. 


Debits. 

Cash  on  hainl  as  per  last  report  .  ,  .  $1,539  88 

Cash  from  Secretary* .  4  71 

- #1.544  59 

Subscriptions  and  sales,  J.  W.  Jenks, 

Secretary .  11810 

Subscriptions  and  sales.  The  Macmillan 

Company . 1,033  40 

- 1,151  50 

Life  membership .  50  00 

457  annual  dues  i,37i  00 

Part  of  an  annual  due  for  1897-98  ...  i  15 


- 1,422  15 

Credits. 

Publication  expenses,  including  Publi 

cation  Committee . 

Secretary’s  expenses . 

Treasurer’s  expenses . 

Expenses  of  eighth  meeting  .... 

Cash  on  hand,  December  23 . 

$4,118  24  $4,118  24 

Examined  and  found  corrrect. 

[Signed]  D.  Kinley,  \  Auditing 

Emory  R.  Johnson,  /  Committee. 

>  Comprises  two  items,  viz.,  one  annual  due  ($3.00)  received  by  the  Secretary  in 
December,  1895,  but  not  reported  to  Mr.  F.  B.  Hawley,  Treasurer,  in  time  for  in¬ 
clusion  in  his  final  report  made  that  month,  and  one  check  (No.  25)  for  $1.71 
drawn  by  the  Secretary  in  July,  1894,  and  still  outstanding,  December  23,  1897,  a 
fact  then  unknown  to  the  Treasurer. 


$2,377  40 
505  09 
66  70 

85  72 

1,083  33 


ADDRESS  OF  WELCOME. 


Dr.  Gilman,  President  of  the  Johns  Hopkins  Univer¬ 
sity,  extended  a  welcome  to  the  Association  from  the 
citizens  of  Baltimore,  as  well  as  from  the  institution 
over  which  he  presides.  He  expressed  the  pleasure 
with  which  he  greeted  so  many  scholars  who  have  won 
distinction  as  students  of  economics  and  finance,  and 
particularly  at  this  time  when  throughout  the  entire 
country  the  most  serious  attention  has  been  given  to  the 
monetary  affairs  of  the  government.  He  expressed  the 
hope  that  the  deliberations  of  the  Association  would  tend 
to  the  promotion  of  sound  financial  principles.  He  was 
glad  to  see  before  him  many  personal  and  official  friends 
and  colleagues,  among  whom  he  would  single  out  the 
President  of  the  Association,  Professor  Henry  C.  Adams, 
whose  name  stood  first  on  the  list  of  Fellows  and  also 
on  the  list  of  Doctors  of  Philosophy  in  the  Johns  Hop¬ 
kins  University,  a  distinction  which  his  later  honors 
could  not  obliterate. 

Dr.  Gilman  then  stated  the  arrangements  which  had 
been  made  by  the  local  committee  for  the  entertain¬ 
ment  of  the  Association  in  the  intervals  of  business. 

RESPONSE  TO  THE  ADDRESS  OF  WELCOME,  BY  PRESI¬ 
DENT  HENRY  C.  ADAMS. 

Mr.  President  :  I  am  sure  that  I  voice  the  senti¬ 
ment  of  the  members  of  the  American  Economic  Asso- 
4 
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ciation  when  I  say  that  we  appreciate  sincerely  the 
welcome  that  you,  in  the  name  of  the  citizens  of  Balti¬ 
more  and  of  the  Johns  Hopkins  University,  have  ex¬ 
tended  to  us.  It  is  not  always  an  easy  matter  to  decide 
where  the  Association  shall  meet  for  its  annual  session, 
but  in  this  case  the  Executive  Committee  found  little 
difficulty  in  arriving  at  a  conclusion.  There  were  many 
reasons  which  made  it  appear  eminently  fitting  to  accept 
your  invitation,  so  kindly  extended.  This  is  the  Ninth 
Annual  Meeting  of  the  American  Economic  Association, 
and  whatever  may  be  said  of  its  character,  or  lack  of  char¬ 
acter,  during  the  first  few  years  of  its  existence,  certainly 
the  work  which  it  has  accomplished,  as  well  as  the 
names  enrolled  in  its  membership,  warrant  the  assertion 
‘that  it  now  stands  primarily  for  careful  analysis  and 
honest  investigation  in  the  domain  of  economics.  The 
spirit  by  which  it  is  controlled,  is  the  spirit  of  scholar¬ 
ship.  The  one  purpose  common  to  all  its  members 
seems  to  be  that  all  subjects  shall  be  approached  by  the 
scientific  method.  A  new  truth  discovered  or  an  old 
truth  presented  in  a  better  light,  or  in  a  simpler  form,  is 
recognized  as  amply  justifying  whatever  effort  and  cost 
were  necessary  to  their  attainment.  This  being  the 
spirit  of  the  Association,  there  is  no  place  in  this  country 
where  it  could  find  a  more  congenial  atmosphere  than 
the  halls  of  your  University,  an  institution  which  has 
earned  for  itself  an  enduring  place  in  the  intellectual 
history  of  the  United  States,  because  of  the  impulse  which 
it  has  given  to  higher  education  and  to  the  necessity  of 
attaining  for  American  scholarship  the  stamp  of  original 
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investigation.  We  feel,  Sir,  in  coming  to  Johns  Hopkins 
University,  that  the  Institution  and  the  Association  need 
no  introduction. 

For  another  reason,  also,  did  the  Executive  Committee 
find  it  easy  to  accept  your  courteous  invitation,  supported 
as  it  was  by  an  invitation  from  the  citizens  of  your  city. 
And  I  trust  that  the  force  of  the  consideration  just  sub¬ 
mitted  will  not  be  weakened  when  I  say  that  the  repu¬ 
tation  of  Baltimore  for  generosity  and  hospitality,  and 
the  knowledge  that  nowhere  in  this  country  could  we 
meet  a  more  courteous  or  bountiful  host,  was  potent,  I 
shall  not  undertake  to  say  how  potent,  in  selecting  the 
place  for  our  meeting.  I  shall  not  at  this  time  under¬ 
take  to  extend  to  yourself,  the  University,  and  the  citi¬ 
zens  of  Baltimore,  the  thanks  of  the  Association ;  for  so 
high  does  the  reputation  of  your  city  stand  for  its  varied 
hospitalities  and  the  unexpected  manifestations  of  its 
courtesy,  that  I  fear  any  words  of  mine  at  the  beginning 
of  our  session  would  not  adequately  express  what  will 
surely  be  our  sense  of  obligation  when  our  session  shall 
have  come  to  a  close.  I  can  only  repeat  what  I  said  at 
the  beginning,  that  the  Association  accepts  your  welcome 
in  the  hearty  spirit  in  which  it  has  been  extended. 


ABSTRACTS  OF  PAPERS  AND  DISCUSSIONS.' 


Discussion. — Is  there  a  Distinct  Agricultural 
Question  ? 

THESES  FORMULATED  BY  PROFESSOR  L.  H.  BAILEY  OF  CORNELL  UNIVERSITY,* 

1.  The  rapid  increase  of  the  system  of  land  renting,  the  absorption 
of  small  holdings  by  wealthy  land  owners,  and  the  abandonment  of 
farms  are  changes  that  will  benefit  the  farming  class  and  the  country 
at  large.  These  changes  are  similar  to  those  that  have  taken  place  in 
other  lines  of  industry. 

2.  Mortgage  statistics  are  of  slight  importance  in  determining  the 
agricultural  status. 

3.  The  common  system  of  unvaried  cropping  has  been  very  detri¬ 
mental  to  the  mental  aptitude  of  the  farmer,  and  has  thus  put  him 
linto  the  position  of  the  unskilled  laborer. 

4.  The  efflux  of  the  young  people  from  the  farms  has  been  due  in 
good  part  to  the  rapid  development  of  manufactures,  which  has  fur- 
■nished  the  opportunity  to  work  under  supervision.  The  tendency 
•will  be  checked  under  the  new  system  of  farming  which  affords  the 
same  opportunity  to  those  not  competent  to  direct  their  own  work 
successfully. 

5.  The  new  system  will  restore  to  the  farms  the  scholarly,  influen¬ 
tial  farmers  of  the  earlier  days. 

6.  The  best  effects  may  be  expected  to  follow  the  rural  delivery  of 
mails  and  the  extension  of  electric  railroads  into  the  rural  districts. 

7.  The  .farmer  is  ready  for  a  better  education  ;  and  through  educa- 
.tional  means  chiefly,  working  in  harmony  with  normal  economic 
.  changes  already  begun,  the  status  of  the  farmer  will  be  much  improved. 

Professor  W.  A.  Scott :  On  account  of  the  absence  of 
all  the  gentlemen  who  were  expected  to  enlighten  us  re- 

1  The  addrets  of  President  Henry  C.  Adams,  entitled  “  Economics  and  Juris¬ 
prudence,''  together  with  the  discussion  upon  it,  is  published  in  full  in  Economic 
Studitt,  Vol.  11,  No.  I.  It  is  therefore  not  reported  here. 

*  Professor  Bailey  was  prevented  by  illness  from  being  present  to  lead  the  dis- 
cnssion. 
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garding  the  important  subject  of  the  depression  in  agri¬ 
culture,  I  have  been  asked  to  open  the  discussion.  I 
find  it  difficult,  however,  to  speak  on  the  theses  formu¬ 
lated  by  Professor  Bailey,  for  two  reasons :  In  the  first 
place,  it  does  not  seem  to  me  possible  to  talk  about  a  de¬ 
pression  in  agriculture  without  confining  one’s  remarks 
to  particular  sections  of  the  country.  Agricultural  con¬ 
ditions  vary  widely  in  different  parts  of  the  United 
States.  There  may  be  and  is  depression  in  some  sec¬ 
tions  while  there  is  prosperity  in  others.  In  the  second 
place,  information  regarding  our  agricultural  history  and 
conditions  is  too  meager  to  enable  us  to  speak  with  that 
certainty  which  comes  from  positive,  detailed  and  com¬ 
prehensive  knowledge.  I  have  endeavored  to  collect 
accurate  information  regarding  two  small  sections  of 
our  country,  one  a  township  in  Western  New  York,  the 
other  a  township  in  Southern  Wisconsin.  After  avail¬ 
ing  myself  of  all  possible  sources  of  information  regard¬ 
ing  these  two  districts,  I  find  it  impossible  to  make  even 
approximately  accurate  comparisons  between  the  farm¬ 
er’s  income  and  expenditures  either  now  or  at  previous 
periods.  I  had  hoped  that  Professor  Bailey  and  the 
other  gentlemen  whose  names  appear  on  the  program 
would  be  able  to  furnish  some  of  the  information  which 
we  so  much  need. 

In  regard  to  the  theses  formulated  by  Professor  Bailey 
I  can  simply  express  an  opinion  based  upon  such  facts, 
as  I  have  been  able  to  collect. 

I  doubt  the  existence  at  the  present  time  of  any  strong 
tendency  in  the  direction  of  the  concentration  of  land 
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holdings.  Our  bonanza  farms  are  being  broken  up  into 
small  holdings,  and  I  know  of  no  evidence  which  indi¬ 
cates  any  great  increase  of  farming  on  a  large  scale. 

In  regard  to  the  significance  of  mortgage  statistics,  I 
think  it  is  unsafe  to  make  general  statements.  Some¬ 
times  they  are  an  evidence  of  prosperity  and  sometimes 
of  adversity.  In  the  Western  New  York  township  of 
which  mention  has  been  made,  the  mortgage  statistics 
are  a  fair  criterion  of  the  extent  and  character  of  the  de¬ 
pression  in  agriculture  in  that  region.  Here  mortgages 
were  placed  on  the  farms  in  the  seventies  and  early 
eighties  which  represented  from  one-third  to  three- 
fourths  of  their  value  at  that  time,  while  now  they  not 
infrequently  represent  more  than  the  entire  value  of  the 
farm.  The  necessity  for  paying  interest  on  such  large 
mortgages  is  the  chief  source  of  the  farmer’s  difficulties 
in  this  region.  In  Wisconsin,  on  the  other  hand,  I  have 
reasons  for  believing  that  mortgage  statistics  are  not  in¬ 
dicative  of  unfortunate  agricultural  conditions.  On  the 
contrary,  they  are  often  a  measure  of  amounts  invested 
in  improvements  which  more  than  correspondingly  in¬ 
crease  the  value  of  the  farm,  or  they  represent  a  portion 
of  the  purchase  money  of  land  which  is  rising  in  value. 

In  regard  to  the  reasons  for  the  efflux  of  young  people 
from  the  farms  to  the  city,  mentioned  in  the  fourth 
thesis,  I  feel  uncertain.  It  is  my  belief  that  most  young 
people  leave  the  farms  either  because  their  services  are 
not  wanted,  or  because  they  believe  farming  to  be  un¬ 
profitable,  or  because  they  believe  that  the  city  offers 
more  and  better  opportunities  for  success  than  the 
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country.  I  do  not  believe  that  they  are  particularly 
anxious  to  work  under  some  person’s  direction,  or  that 
the  opportunity  to  work  under  direction  in  the  country 
would  gfreatly  check  the  present  tendency  to  leave  the 
farms. 

That  there  is  a  serious  agricultural  depression  in 
many  parts  of  the  country  I  have  no  doubt,  but  I  can 
see  no  remedy  for  it  other  than  a  gradual  readjustment 
of  agriculture  to  other  industries.  The  diflBculties 
which  at  present  afflict  the  farmers  in  large  sections  of 
the  country  are  chiefly  due  to  the  fact  that  we  are  now 
passing  through  a  difficult  transition  period.  The  rapid 
extension  of  the  area  of  cultivation  in  this  and  other 
countries  in  recent  times  with  severe  and  unprecedented 
competition  on  the  world’s  market  for  agricultural 
staples,  have  brought  prices  down  to  a  point  so  low  that 
they  do  not  adequately  remunerate  the  farmer  who  pur- 
ehased  land  at  high  priees  twenty  years  ago,  and  who 
now  finds  himself  burdened  with  an  interest  charge 
and  personal  expenditure  w’hich  it  is  impossible  to  sup¬ 
port.  The  grievances  of  such  farmers  are  real,  but  they 
are  incurable.  In  order  to  be  prosperous  again  the 
farmers  of  the  depressed  regions  must  adjust  their  pro¬ 
duction  and  their  methods  to  the  new  conditions,  and 
they  must  aequire  sueh  business  experienee  and  fore¬ 
sight  as  will  enable  them  to  keep  their  industry  in 
proper  relations  to  the  rapidly  ehanging  needs  and  con¬ 
ditions  of  nineteenth  eentury  industrial  life. 


Professor  C.  S.  Walker  :  Differing  from  the  previous 
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speaker  I  hold  that  there  does  exist  a  distinct  agricul¬ 
tural  question,  and  moreover  that  it  is  one  of  the  great 
and  vital  questions  of  the  day.  The  question  is  the 
important  one  whether  the  American  farmer  shall  be¬ 
come  a  peasant  or  whether  he  shall  maintain  the  honor¬ 
able  and  independent  position  which  the  farmers  of  New 
England  and  Virginia  maintained  in  the  first  two  cen¬ 
turies  of  our  country’s  history. 

Shall  American  farmers,  then,  become  peasants  or 
not?  If  we  are  to  follow  precedent,  the  answer  is, 
Yes.  But  in  America  conditions  are  different  from 
those  that  existed  in  foreign  lands.  The  economic  diffi¬ 
culty  is  that  the  American  farmer  is  an  autonomous 
producer,  and  being  landlord,  entrepreneur,  capitalist  and 
laborer  in  one,  he  should  receive  rent,  profits,  interest 
and  wages.  But  let  the  best  man  in  the  world  be  four 
things  at  once  and  engaged  in  a  life  and  death  struggle 
with  four  men,  each  one  of  whom  devotes  his  whole 
time  and  energies  to  'one  of  these  four  things,  can  he 
help  but  be  defeated  ? 

By  using  all  available  statistics  it  becomes  evident 
again  and  again  that  deducting  rent  and  interest,  the 
American  farmer  receives  less  for  his  exertions  than  does 
the  laborer  in  the  factory  or  the  hired  man  on  his  farm. 
The  consequence  is  that  the  American  farmer  to-day  is 
living  largely  on  his  accumulated  capital  or  the  returns 
therefrom,  and  that  this  capital  is  so  fixed  that  he  can¬ 
not  utilize  it  for  any  other  than  its  present  use  without 
an  almost  total  loss. 

But  the  farmer  is  demanding  a  better  state  of  affairs. 
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to  be  brought  about  by  education,  a  better  knowledge 
of  scientific  agriculture  and  the  general  economics  of 
agriculture.  He  is  coming  more  and  more  to  utilize 
the  great  principles  of  cooperation  and  division  of  labor, 
and  is  fast  learning  the  necessity  of  adjusting  his  work 
to  the  great  laws  of  wealth  which  govern  the  farm  as 
well  as  the  workshop.  In  these  facts  lies  hope  for  the 
future  that  the  American  farmer  will  not  become  a 
peasant. 

Mr.  Lester  F.  Ward :  Involved  in  the  discussion  of 
this  paper  is  the  much-deplored  fact  of  the  abandonment 
of  farms  and  the  influx  of  population  into  cities.  I  be¬ 
lieve  that  if  Professor  Bailey  had  been  present  he  would 
have  taken  the  ground  that  this  is  by  no  means  an  un¬ 
mixed  evil.  It  is  only  one  side  of  a  two-fold  problem 
which  is  sociological  rather  than  economic.  There  is 
going  on  a  double  process  which  I  am  in  the  habit  of 
formulating  as,  on  the  one  hand,  the  ruralization  of  city 
populations^  and  on  the  other  hand,  the  tirbanization  of 
country  populations.  These  two  processes  are  going  on 
simultaneously,  and  underlying  both  is  the  economic 
principle  of  the  standard  of  living.  I  have  g^ven  spe¬ 
cial  attention  to  only  the  first  of  these  processes,  which  is 
purely  sociological ;  but  the  second,  which  is  more  spe¬ 
cially  economic,  cannot  be  separated  from  it.  Both  are 
due  to  the  general  fact  that  rural  conditions  can  only  be 
appreciated  through  culture,  while,  in  the  present  state 
of  society,  culture  can  only  be  acquired  at  centers  of 
population.  The  modern  facilities  of  transportation  and 
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intercommunication  are  giving  rural  populations  a  taste 
of  what  culture  and  a  higher  intellectual  standard  of 
living  mean,  and  they  are  gravitating  cityward  in  search 
of  it.  At  the  same  time  the  institutions  of  learning, 
public  lectures,  voluntarj’^  associations,  theaters,  and  all 
the  agencies  of  city  life  that  secure  mental  friction  and 
inspire  intellectual,  scientific,  and  artistic  development, 
are  producing  a  distaste  for  the  artificial  conventional¬ 
ities  of  city  life  and  a  yearning  for  that  solid  communion 
with  nature  which  can  only  be  realized  by  rural  life. 
Of  this  we  are  now  witnessing  the  result,  but  its  earlier 
stages  are  chiefly  those  preparatory'  steps  which  look  to 
the  superficial  observer  like  the  abandonment  of  the 
country.  But  the  tendency  to  equilibration  is  already 
manifest  and  it  will  ultimately  be  complete. 

Professor  John  F.  Crowell :  I  believe  there  is  and  that 
there  is  not,  a  distinct  agriciiltural  question.  There  is 
no  such  question  for  the  pro.sperous  dairying  districts  of 
Northern  New  York,  the  highly  specialized  agriculture 
in  the  Susquehanna  Valley  of  Pennsylvania  and  the 
greater  portion  of  the  Central  States.  But  there  is  a 
distinct  agricultural  question  in  New  England,  the 
South,  the  Southwest  and  states  west  of  the  Mississippi 
river.  The  agricultural  question  within  these  sections 
consists  essentially  in  the  relatively  luifavorable  eco¬ 
nomic  position,  actual  or  assumed,  of  the  agricultural 
population  in  the  existing  industrial  organization,  as 
compared  with  the  other  great  economic  interests, 
namely,  the  mercantile,  the  transportation  and  the  man- 
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factxiring  interests.  We  can  never  succeed  in  explain¬ 
ing  the  agricultural  situation  by  calling  the  agitations 
of  farmers  ‘  crazes.’  Analysis  shows  that  this  is  a  resist- 
ence  to  an  inevitable  movement — a  movement  in  the 
South  especially  in  which  a  proprietary  class  of  former 
days  is  being  cleared  from  the  field  because  capital  and 
comfort  both  call  them  to  the  towns.  This  leaves  the 
land  in  the  hands  of  an  inferior  tenantry.  This  process 
must  go  on  until  surplus  capital  shall  find  its  way  back 
to  agricultural  investment  again  with  new’  economics  of 
production.  The  ruralization  of  capital  has  already  be¬ 
gun  in  New  England  by  the  reclamation  of  once  aband¬ 
oned  farms.  In  the  South  this  is  hindered  and  the  ques¬ 
tion  intensified  by  the  scarcity  of  banking  facilities  to 
afford  capital  to  encourage  local  enterprise.  The  na¬ 
tional  banking  law  practically  debars  three-fourths  of 
our  agricultural  domain  from  taking  out  circulation 
(Treas.  Circ.  123,  p.  55),  because  in  such  localities  the 
rate  of  interest  being  above  7  per  cent.,  circulation  is  un¬ 
profitable. 

Under  these  circumstances  the  agricultural  question 
cannot  but  be  to  some  extent  a  sectional  question. 
Better  banking  facilities  adapted  to  the  needs  of  agri¬ 
cultural  sections  might  go  far  tow’ard  a  solution  of  this 
question.  But  besides  this,  there  is  another  phase  of  the 
situation  which  seems  to  lie  beyond  any  immediate 
remedy.  I  refer  to  the  fact  that  while  all  other  great 
divisions  of  productive  enterprise  can  act  together  with 
more  or  less  efficiency  of  control  over  the  supply  of  goods 
to  be  made  and  marketed,  the  farmers  as  a  class  of  pro- 
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ducers  cannot  do  so  to  anything  like  an  equal  extent. 
It  is  this  view  of  the  situation  that  gives  them  ground 
for  charging  up  their  grievances  to  other  causes — 
monopoly  at  home  and  competition  from  abroad. 

Prpfessor  E.  R.  A.  Seligman  :  There  seems  to  me  to 
be  two  parts  in  the  discussion  of  the  agricultural  ques¬ 
tion.  There  is,  first,  the  industrial  problem  involving 
the  relations  of  the  various  classes  of  this  particular  oc¬ 
cupation  to  one  another ;  and  secondly,  there  is  the  ques¬ 
tion  of  the  relation  of  the  agricultural  industry  to  the 
other  industries  of  the  country, — not  indeed  the  present 
relation  only,  but  the  changes  in  that  relation  which 
have  taken  place  during  the  past  fifty  years. 

‘  There  is  most  decidedly  a  distinct  agricultural  problem. 
The  causes  thereof  are  not  far  to  seek.  The  trouble  is 
that  the  people  of  this  country  have  been  living  pretty 
much  ill  a  fool’s  paradise.  We  considered  ourselves 
different  from  all  otlier  peoples,  and  believed  that  there 
was  a  different  future  in  store  for  us.  For  a  long  time 
we  had  no  agricultural  problem,  not  because  our  econ- 
omi'c  methods  were  at  all  superior  to  those  of  other 
nations,  but  because  of  the  vast  fields  of  the  West. 
Subsistence  kept  ahead  of  population,  and  especially 
with  the  revolution  of  transportation  facilities  and  the 
opening  up  of  the  trunk  lines,  the  United  States  became 
the  granery  of  the  world.  To  this,  above  all  else,  was 
due  our  immense  prosperity  and  our  immense  increase 
in  population. 

It  is  a  mere  platitude  to  say  that  this  period  of  our 
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history  has  gone,  never  to  return.  Such  a  phrase  must 
be  repeated  with  emphasis,  for  many  of  us  do  not  seem 
to  realize  tlie  fact.  We  are  no  longer  the  granery  of 
the  world  ;  other  lands  and  other  nations  are  competing 
with  us  to  furnish  the  world’s  food  supply.  Not  only 
are  South  America,  Ru.ssia  and  India  competing  with  us 
successfully,  but  when  the  Trans-Siberian  Railroad  shall 
have  been  completed,  the  almost  limitle.ss  wheat  fields  of 
Southern  Siberia  will  be  available  in  the  world’s  markets. 

This  means  that  not  for  many  years  can  agriculture 
again  occupy  the  position  hitherto  held  in  relation  to 
the  other  industries  of  our  country.  It  is  idle  to  look 
forward  to  great  prosperity  for  our  fanners  until  our 
population  has  again  caught  up  with  subsistence,  until 
we  are  no  longer  a  wheat-exporting,  but  a  wheat-import¬ 
ing  nation ;  it  is  not  likely  that  we  shall  continue  to  be 
the  world’s  feeder. 

The  conclusion  from  this  reasoning  is  two-fold.  In  the 
first  place,  the  United  States  will  become  in  the  immedi¬ 
ate  future  ever  more  and  more  an  industrial,  manufactur¬ 
ing  nation,  like  England,  rather  than  remain  a  prepon¬ 
derantly  agricultural  nation  ;  there  will  be  the  relative 
unimportance  of  agriculture  and  the  relative  importance 
of  industry.  Secondly,  the  question  whether  we  are  to 
have  a  body  of  independent  farmers  or  of  peasant  ten¬ 
ants  on  our  soil  will  depend  largely  upon  the  ability  of 
the  American  farmer  to  adjust  himself  to  these  new  con¬ 
ditions — an  ability  itself  largely  influenced  by  his  econ¬ 
omic  and  moral  qualities.  His  chief  help,  it  seems  to 
me,  is  to  come  from  the  intelligent  application  and 
manipulation  of  capital  in  its  relations  to  agriculture. 
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Professor  Wm.  W.  Folwell :  The  mortgage  question 
is  not  a  very  serious  one  in  Minnesota.  Existing  mort¬ 
gage  debts  are  being  paid  off  or  renewed. 

For  such  agricultural  problems  as  do  exist  I  do  not  see 
much  hope  in  legislation.  Their  solution  lies  in  the 
progress  of  science  and  its  application  to  agriculture,  in 
the  differentiation  of  industry  and  the  better  education 
of  farmers. 

The  most  serious  thing  is  the  state  of  mind  among  the 
farmers.  They  are  both  exasperated  and  discouraged. 
For  a  long  time  they  have  felt  themselves  to  be  at  a  dis¬ 
advantage  industrially,  and  to  have  been  robbed  by  the 
railroad  companies.  Of  late  years  they  have  come  to  be¬ 
lieve  that  they  are  systematically  plundered  by  a  con¬ 
spiracy  of  “  plutocrats.”  In  the  campaign  of  1896  this 
was  manifest. 

Such  a  belief  is  unfortunate,  but  it  is  still  more  tiu- 
fortunate  that  it  is  partly  true.  The  remedy  is  not  in 
laws  so  much  as  in*  better  customs.  Our  rich  people 
must  mend  their  ways  and  learn  better  manners.  As 
Mr.  Beecher  once  put  it,  our  rich  people  must  cease  “  to 
swell  in  grand  array  ”  before  their  fellow  citizens.  The 
farmer  and  the  workingman  read  in  the  daily  news¬ 
papers  of  their  palaces,  their  yachts,  their  balls,  and 
f^tes  of  imperial  magnificence,  and  easily  conclude  that 
they  are  getting  too  much  aud  themselves  too  little  of 
the  fruits  of  industry.  Hence  discontent  and  exaspera¬ 
tion.  The  remedy  for  this  state  of  mind  lies  largely 
with  the  well-to-do  people,  who  must  improve  their  man¬ 
ners.  Good  gospel  and  good  economics  agree  in  viewing 
the  man  of  wealth  as  the  steward  and  trustee  of  society. 
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Professor  Walter  F.  Willcox :  In  regard  to  the  first 
thesis  formulated  it  may  be  said  that  the  last  census  re¬ 
ported  28^  per  cent,  of  the  farms  of  the  country  to  be 
rented  for  money  or  on  shares,  while  in  1880  the  per  cent, 
was  only  25^,  and  this  increase  of  renting  was  shown  in 
four  of  the  five  groups  of  states — all  but  the  far  western 
division.  With  reference  to  the  size  of  farms  it  is 
noticeable  that  from  1850  to  1880  the  average  area  of 
farms  in  the  country  decreased  steadily  from  203  acres 
to  134  acres,  but  that  during  the  last  decade  there  was  a 
slight  increase  to  137  acres.  The  latter  change  repre¬ 
sents  the  balance  of  two  opposite  changes ;  for  in  all  the 
southern  states  except  Texas  and  in  most  of  the  north¬ 
eastern  states  the  size  of  the  holdings  apparently  decreased, 
while  in  nearly  all  states  west  of  the  Mississippi  it  in¬ 
creased.  The  number  of  states  where  farms  increased  in 
size,  and  of  those  where  they  decreased,  was  the  same ;  but 
the  net  result  was  a  slight  increase  for  the  country.  These 
facts  seem  to  support  the  first  of  the  series  of  theses,  but  in 
regard  to  the  fourth  there  is  more  doubt  in  my  own 
mind.  There  are  reasons  for  believing  that  the  tendency 
to  an  efflux  from  the  farm  has  already  been  checked,  in¬ 
deed  has  been  decreasing  for  a  score  of  years.  Appar¬ 
ently  the  proportion  of  natives  of  the  country  east  of 
the  Mississippi  who  live  outside  the  state  of  their  birth 
has  been  decreasing  since  1870,  and  in  New  York  state 
the  proportion  living  outside  the  county  of  birth,  in 
Massachusetts  and  Rhode  Island  the  proportion  living 
outside  the  town  of  birth,  is  also  slowly  falling.  What 
evidence  is  available,  therefore,  seems  to  point  towards 
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a  decreasing  mobility  of  our  population,  and  presumably 
of  our  rural  population. 

Professor  E.  R.  Johnson  :  The  agricultural  question 
is  a  question  of  mal-adjustment  of  agriculture  to  other 
industries.  It  is  not  national  but  international  in  its 
scope,  and  is  to  be  settled  only  with  reference  to  other 
nations.  Professor  Seligman  has  said  that  the  question 
cannot  be  settled  until  entirely  different  relations  be¬ 
tween  producer  and  consumer  shall  have  taken  place. 
This  is  quite  true  as  regards  the  ultimate  solution  of 
the  problem,  but  if  possible  something  remedial  should 
be  doue  before  the  lapse  of  many  decades  shall  have 
finally  settled  the  question.  We  ought  in  the  meantime 
to  try  to  alleviate  as  much  as  possible  the  tension  and 
evils  of  present  conditions  and  do  what  we  can  to  bring 
about  a  better  adjustment  of  industry  to  industry. 

The  present  mal-adjustment  of  agriculture  to  other 
industries  is  not  entirely  due  to  the  modern  revolution 
in  methods  of  transportation,  but  it  can  be  largely 
traced  to  this  cause.  Agriculturists  pay  a  larger  per¬ 
centage  of  the  value  of  their  products  for  transpor¬ 
tation  than  do  producers  in  any  other  industry. 
Farmers  pay  in  many  cases  from  30  %  to  50  ^  of  the 
value  of  their  product  merely  to  place  that  product 
upon  the  market.  This  may  or  may  not  be  a  neces¬ 
sary  condition  of  agricultural  charges.  I  do  not  intend 
to  advocate  any  particular  means  of  lessening  the  evils, 
but  will  simply  indicate  two  forces  by  which  such 
evils, — if  they  are  evils — may  be  alleviated.  The  first 
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force  that  may  act  is  the  state,  by  means  of  regulation 
of  rates,  more  effective  prohibition  of  discrimination  in 
rates,  etc.  The  second  force  that  may  act  with  good  re¬ 
sults  are  the  railroads  themselves,  which  can  do  much 
more  than  they  are  now  doing  if  they  are  allowed  by 
the  goverment  to  combine  and  cooperate  with  each  other. 
So  far  as  this  principle  of  combination  and  cooperation 
of  railroads  has  been  allowed  to  exist,  it  has  resulted  in 
a  diminution  or  abolition  of  the  evils  of  discriminations 
in  rates.  By  abolishing  middle-men  in  the  gjain  trade 
for  instance,  the  railways  have  brought  more  closely 
together  the  consumer  and  the  farmer  and  have  shown 
that  combination  is  an  effective  means  of  doing  away 
with  underhand  methods  in  railroad  dealings.  The  two 
forces  that  must  be  employed  in  dealing  with  railway 
regulation  are  the  state  and  the  railway  associations. 
The  better  transportation  is  regulated,  the  less  acute 
will  be  the  agricultural  situation. 

Mr.  Thomas  G.  Shearman :  There  is  considerable 
truth  in  the  complaint  of  the  farmers  that  they  are  very 
heavily  taxed ;  I  mean  in  regard  to  real  taxes  on  real 
values.  The  wrongs  done  in  taxation  are  often  in  a  re¬ 
verse  direction  from  that  in  which  the  farmer  believes 
them  to  be.  As  a  consequence  the  remedy  suggested  by 
the  farmer  is  often  much  worse  for  him  than  the  disease 
itself.  For  example,  as  a  result  of  a  Massachusetts  in¬ 
vestigation,  the  remedy  suggested  was  a  heaping  up  of 
the  tax  on  personal  property. 

The  difficulty  most  often  lies  in  the  fact  that  the  vih 


5 


66  American  Economic  Association  Hand-Book.  , 

lages  and  small  towns  believe  it  their  duty  to  pay  for 
improvements  such  as  highways,  bridges,  etc.,  etc., 
which  benefit  the  whole  state,  and  to  which  the  whole 
state  ought  properly  to  contribute.  If  this  present  sys¬ 
tem  were  abolished  and  the  town  taxed  on  these  im¬ 
provements  in  proportion  to  the  benefits  it  derives,  it 
would  receive  back  about  three  times  its  present  local 
taxes,  on  highways  alone.  Such  results  are  seen  in  the 
case  of  the  school-tax  in  many  parts  of  New  York  state. 

The  trouble  is  that  there  has  been  in  the  past  a  wrong 
division  of  the  burden  of  taxation.  What  is  needed  is 
not  more  legislation  but  the  undoing  of  the  evils  of 
past  legislation  ;  more  law,  indeed,  but  less  statutes. 
We  have  taken  the  wrong  step  in  the  method  of  taxing 
‘our  railroads  and  corporations  upon  their  capital  and 
tangible,  corporeal  property  and  at  much  too  high  a 
rate.  What  ought  to  be  taxed  is  the  franchise  which 
is  the  real  capital,  and  this  has  often  been  entirely  omit¬ 
ted  in  taxation.  The  farmers  have  submitted  more  or 
less  willingly  to  a  system  of  indirect  taxation  with  a 
result  that  this  class  has  paid  more, — I  don’t  mean  in 
proportion,  but  absolutely,  than  other  classes  far  more 
able  to  pay  taxes.  The  cause  of  the  evil  lies  in  bad 
systems  of  taxation  enforced  by  bad  legislation,  and  the 
cure  lies  in  the  undoing  of  such  bad  legislation. 

Mr.  E.  T.  Peters :  The  existence  of  a  distinct  agri¬ 
cultural  question  is  mainly  due  to  a  rise  in  the  margin 
of  cultivation.  Vast  areas  which  formerly  lay  below’  the 
margin  of  cultivation  on  account  of  their  remoteness 
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from  markets  have  been  raised  above  that  margin  by 
new  facilities  for  transportation.  Much  of  the  poorer 
land  whose  produce  was  formerly  a  necessary  part  of  the 
world’s  supply  no  longer  need  be  cultivated.  The  mar¬ 
gin  of  cultivation  has  risen  above  the  level  of  such  land, 
and  it  must  either  be  abandoned  or  cultivated  at  a  loss. 
Other  land,  though  still  above  the  margin  of  cultivation, 
is  not  so  far  above  the  new  margin  as  it  was  above  the 
lower  old  one.  This  means  that  it  yields  less  economic 
rent  than  it  formerly  did  and  that  its  value  has  conse¬ 
quently  fallen.  It  is,  therefore,  as  land  owner,  and  not 
as  capitalist,  director  of  industry,  or  laborer,  that  the 
farmer  loses  by  a  rise  in  the  margin  of  cultivation,  ex¬ 
cept  that  he  may  suffer,  as  the  English  tenant  farmer 
notoriously  has  done,  through  the  difficulty  of  removing 
his  capital  from  land  which  he  no  longer  finds  profitable. 

We  are  sometimes  told  that  the  intelligent  farmer  is 
still  prosperous.  Other  things  being  equal,  he  has,  of 
course,  a  great  advantage  over  the  dull  one,  but  it  is  as 
a  director  of  industry  that  the  farmer  finds  a  sphere  for 
superior  intelligence,  and  we  have  seen  that  it  is  not  in 
that  capacity,  but  as  a  land  owner,  that  he  loses  by  the 
rise  in  the  margin  of  cultivation. 

Report  of  the  Committee  on  a  Permanent 
Census  Bureau. 

In  accordance  with  the  resolution  passed  at  the  an¬ 
nual  meeting  in  Indianapolis,  recommending  the  appoint¬ 
ment  of  a  committee  to  act  in  conjunction  with  a  com- 
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mittee  of  the  American  Statistical  Association  to  urge 
upon  Congress  the  establishment  of  a  permanent  census 
bureau,  President  Adams  appointed  the  following  named 
persons  :  Professor  Falkner,  chairman  ;  Messrs.  Gannett, 
Hadley,  Jenks,  Mayo-Smith,  Shaw,  Small,  Walker,  and 
Willoughby. 

Professor  Falkner  reported  that  the  committees  had 
met  in  joint  session,  and  after  full  consideration  of  the 
subject  had  prepared  and  sent  to  Congress  the  following 
memorial : 

To  the  honorable  the  Senate  and  House  of  Representa¬ 
tives  of  the  United  States  : 

Your  memorialists  respectfxilly  urge  that  legislation 
•be  enacted  looking  to  the  reorganization  of  census  work 
in  the  United  States.  They  are  moved  to  this  action 
by  the  consideration  that  the  preparation  for  the  census 
'of  1900  will,  at  an  early  date,  come  before  you  for  con¬ 
sideration. 

The  duty  of  setting  forth  certain  considerations  in  re¬ 
gard  to  the  effectiveness  of  census  organization  has  been 
(imposed  upon  them  by  action  of  the  American  Economic 
Association,  which  at  its  session  at  Indianapolis,  on  the 
thirtieth  of  December,  1895,  passed  the  following  reso¬ 
lution  : 

Resolved.,  That  the  American  Economic  Association 
express  its  sympathy  with  all  efforts  to  improve  census 
methods  in  the  United  States,  and  that  the  President 
appoint  a  committee  to  promote,  if  possible,  an  effective 
cooperation  with  the  United  States  authorities  in  the 
plan  and  methods  of  future  census  operation ; 
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Resolved.,  That  the  American  Statistical  Association 
be  invited  to  appoint  a  like  committee  to  act  with  the 
committee  of  the  American  Economic  Association, 

The  American  Statistical  Association  accepted  the  in¬ 
vitation  given  in  the  second  resolution,  and  appointed  a 
committee  composed  of  Messrs.  Billings,  Dewey,  Gould, 
North,  Taussig,  Walker,  Willcox,  Wines  and  Adams. 
The  committee  appointed  by  the  American  Economic 
Association  is  composed  of  Messrs.  Falkner,  Gannett, 
Hadley,  Jenks,  Mayo-Smith,  Albert  Shaw,  Small,  Walker 
and  W.  F.  Willoughby.  The  two  committees  have  acted 
together  in  preparing  this  memorial,  in  whieh  the  needs 
of  the  census  are  considered.  In  so  doing,  they  are 
actuated  by  an  earnest  desire  for  the  scientific  develop¬ 
ment  of  statistics  in  the  United  States.  They  represent 
learned  societies,  whose  members  come,  through  their 
professional  duties,  in  constant,  almost  daily,  contact 
with  the  work  of  the  census.  One  of  these  bodies  is  ex¬ 
pressly  devoted  to  the  study  of  statisties  and  to  the  eul- 
tivatioii  of  that  seience.  The  other,  devoted  to  the 
problems  of  economic  life,  also  employs  the  information 
contained  in  the  census  as  the  neeessary  basis  for  much 
of  its  investigation  and  research.  It  may  be  said,  there¬ 
fore,  that  these  organizations  represent  the  eonsumers 
of  statisties  ;  that  they  represent  the  point  of  view  of 
those  who  use  statisties.  Numerically,  they  are  but  a 
few  among  the  many  consumers  of  statisties.  Our  legis¬ 
latures,  our  public  offices  and  our  entire  newspaper  press 
are  the  daily  consumers  of  statistical  data.  It  is,  there¬ 
fore,  not  in  the  interests  of  a  special  cause,  but  in  the 
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general  interest,  that  we  would  plead  for  methods  of 
census  administration  which  would  tend  to  increase 
its  efficiency  and  heighten  the  value  of  its  results. 

With  these  preliminary  considerations,  we  resp>ectfully 
submit  certain  considerations  upon  the  United  States 
Census.  In  this  brief  discussion  we  have  endeavored  to 
set  forth  the  defects  of  our  present  census  organization 
and  the  effectiveness  of  proposed  remedies. 

IDEALS  OF  WORK. 

In  many  departments  of  statistical  work,  the  publi¬ 
cations  of  the  United  States  government  occupy  an 
honorable  place.  Through  the  liberal  provision  which 
h^  been  made  in  the  past  for  statistical  inquiry,  the 
United  States  has  been  able  to  contribute  substantially 
to  the  development  of  statistical  methods  and  to  the  ex¬ 
tension  of  statistical  research.  But  the  work  of  the 
government  is  uneven  and  sometimes  fails  to  reach  the 
highest  standard.  This  is  true  of  the  census,  the  largest 
statistical  undertaking  of  the  government,  upon  which 
money  and  effort  are  so  generously  lavished.  There 
cannot  be  a  moment’s  doubt  that  this  work  should  be 
brought  to  the  highest  possible  standard  of  statistical 
excellence. 

Patriotic  considerations  should  impel  us  to  the  utmost 
effort  to  secure  such  a  result.  As  in  the  past,  it  should 
be  a  matter  of  national  pride,  that  our  census  should 
take  high  rank  for  its  accuracy  and  completeness. 

Practical  considerations  are  equally  cogent.  Statist!- 
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cal  work  can  never  be  entirely  free  from  error.  It  lies 
in  the  nature  of  the  case  that  a  certain,  often  a  large 
margin  of  error  should  remain,  in  spite  of  the  most 
thorough  organization  and  painstaking  care.  Yet,  there 
are  great  differences  in  the  character  of  statistical  in-, 
vestigations  which  pass  under  the  same  name.  In  some, 
it  is  felt  that  the  margin  of  error  is  reduced  to  the 
lowest  possible  limits  ;  while,  in  others,  it  is  much  larger. 
The  difference  between  the  two  results  from  the  care 
and  attention  which  have  been  given  by  the  statistical 
authorities  to  the  elaboration  of  the  results,  and,  in  this 
view  of  the  matter,  it  is  clearly  the  imperative  duty  of 
the  statistician  to  exercise  the  most  scrupulous  care  in 
the  prosecution  of  his  work. 

By  a  minute  and  painstaking  supervision  of  the  de¬ 
tails  of  statistical  work,  many  errors  can  be  eliminated. 
It  is  such  thorough  administration  which  characterizes 
the  highest  class  of  statistical  work.  From  the  practi¬ 
cal  point  of  view  in  consideration,  it  should  have  great 
weight,  that  statistical  results  are  widely  employed  by 
various  classes  in  the  community,  who  have  neither  the 
time  nor  the  capacity  to  make  a  critical  examination  of 
them.  Statements  appearing  in  government  publica¬ 
tions,  are  accepted  as  true  without  further  question.  It 
should,  therefore,  be  the  effort  of  the  authorities  to  em¬ 
ploy  the  utmost  exactness  in  the  statements  which  are 
circulated  in  the  public  documents.  If  they  are  so 
crudely  expressed  as  to  give  rise  to  false  impressions, 
these  impressions  are  apt  to  acquire  the  weight  of  govern¬ 
mental  authority.  What  is  true  of  an  inexact  statement. 
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is  equally  true  of  an  incomplete  one.  In  consideration 
therefore,  of  those  to  whom  the  official  publications  are 
addressed,  the  utmost  completeness  and  exactness  of 
statement  are  highly  desirable. 

In  many  respects  the  statistical  work  of  the  United 
States  is  superior  to  that  of  foreign  countries ;  in  some, 
however,  it  falls  below  it.  In  breadth  of  plan  and  in 
the  publication  of  original  results,  it  is  not  rivaled  by 
the  work  of  other  governments  ;  but  a  candid  compari¬ 
son  of  the  work  of  the  census  with  that  of  foreign 
countries,  shows  a  lack  of  finish.  In  the  details  of 
statistical  administration,  our  work  appears  uncertain, 
and  incomplete.  There  is  an  accuracy  of  detail  in  the 
work  of  foreign  countries  which  is  lacking  in  our 
census  publications.  The  very  extent  of  the  census 
operations  in  the  United  States,  calls  for  the  utmost  care 
in  the  attention  to  details.  If  such  care  is  not  exercised, 
and  if  faults  are  discovered,  a  suspicion  is  cast  upon  the 
value  of  the  entire  work  of  the  office.  In  the  past,  such 
suspicions  have  done  the  census  infinite  injury.  Its 
many  excellencies  have  been  overlooked  by  critics  who 
have  accepted,  unhesitatingly,  the  conclusion  that  if 
wrong  in  parts,  it  must  be  wrong  everywhere.  If  a 
more  minute  attention  to  detail  can  secure  for  the  census 
the  reputation  for  accuracy  in  its  minor  parts,  we  may 
be  sure  that  its  general  reputation  will  be  greatly 
strengthened  thereby. 

DEFECTS  OF  CENSUS  ORGANIZATION. 

The  defects  in  census  work  which  have  excited  the 
most  unfavorable  criticism  seem  to  be  due,  in  a  large 
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measure,  to  a  defective  organization  of  the  census  office. 
Without  entering  into  the  details  of  census  administra¬ 
tion,  we  may  summarize  the  defects  of  our  present  or¬ 
ganization  under  the  following  heads : 

1.  The  accumulation  of  inquiries  at  the  same  period 
of  time. 

2.  The  lack  of  continuity  in  census  work. 

3.  The  haste  with  which  the  whole  machinery  of  the 
census  is  placed  in  motion. 

I.  The  census  of  the  United  States  has  become  so 
vast  an  undertaking  that  it  overtaxes  the  energies  of 
the  superintendent.  It  might  almost  be  said  that  under 
the  present  system  the  name  “  superintendent”  is  a  mis¬ 
nomer.  No  superintendent  can  do  the  work  which  that 
name  implies.  He  cannot  have  a  personal  part  in  the 
shaping  and  planning  of  each  of  the  twenty  or  more 
large  volumes  which  constitute  a  modern  census.  He 
must  rely  largely  upon  his  assistants.  As  a  result,  the 
census  is  too  often  conducted  as  so  many  distinct  in¬ 
quiries  which  have  nothing  in  common  except  a  name. 
The  census  is  not  a  unit,  but  an  aggregate  of  ill-assorted 
parts.  Nor  do  these  parts  stand,  by  any  means,  upon 
the  same  level.  The  excellence  of  each  depends  upon 
the  character  of  the  chief  of  the  division  in  charge. 
They  are  not  of  equal  experience.  Those  who  have 
had  experience  in  statistical  work  are  given  a  large  lati¬ 
tude  in  shaping  the  work  of  their  division  ;  while  those 
who  have  not  equal  experience  cannot  receive  from  the 
central  office  the  direction  and  supervision  which  is 
necessary  for  their  work.  Everywhere  there  is  a  lack 
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of  co-ordination,  and  this  is  to  be  found  in  all  of  the 
volumes,  irrespective  of  the  competence  of  the  various 
chiefs  of  divisions.  Whether  they  be  efficient  or  in¬ 
competent,  they  work  practically  alone,  and  their  efforts 
are  not  brought  into  relation  with  one  another. 

The  further  result  of  the  overcrowding  of  inquiries 
is  the  delay  in  the  publication  of  census  results.  At 
the  close  of  the  year  1896,  we  are  not  yet  in  possession 
of  the  complete  census  of  1890.  Before  one  census  is 
clearly  completed,  plans  must  be  laid  for  another.  It  is 
unnecessary  to  point  out  how  much  the  census  work 
suffers  through  this  delay.  Those  who  use  the  census 
are  interested  in  present  conditions  and  not  in  past  his¬ 
tory.  It  is  the  object  of  statistics  to  examine  actual 
conditions,  and  when  a  period  of  five  to  ten  years  has 
elapsed,  the  feeling  is  universally  prevalent  that  con¬ 
ditions  have  changed  and  that  the  census  work  has  no 
present  interest. 

2.  The  census  is  at  present  an  isolated  operation  and 
lacks  continuity.  The  temporary  character  of  the  office 
renders  difficult  the  proper  preservation  of  the  records 
and  experience  of  former  years.  At  each  census,  the 
whole  work  of  preparation  and  organization  must  be 
begun  anew.  Faults  which  have  been  committed  in 
the  past  must  be  committed  again  before  they  are 
recognized  to  be  faults.  Experiments  which  have  been 
unsuccessfully  made  in  the  past  must  be  repeated  before 
their  impracticability  is  comprehended.  It  is  evident 
that  this  involves  a  waste  of  effort,  which,  expended  in 
other  channels,  would  materially  enhance  the  value  of 
the  census. 
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3.  It  is  a  fact  of  experience  that  the  organization  of 
the  temporary  census  office  has  in  the  past  been  begun 
very  late.  The  whole  work  of  preparing  the  census  is 
crowded  oftentimes  into  a  few  months.  It  is  a  well- 
recognized  fact  that  the  preparatory  work  involved  in 
any  statistical  undertaking  is  of  the  greatest  importance 
and  is  the  key  to  the  success  of  the  inquiry.  Inasmuch 
as  the  plan  once  adopted  cannot  be  changed  in  the 
course  of  the  inquiry,  it  can  be  seen  how  important  it 
is  that  every  detail  should  be  well  considered  in  ad¬ 
vance.  A  proper  consideration  of  the  investigation  will 
be  reflected,  not  only  in  the  form  of  the  schedules 
adopted,  but  also  in  final  publication  of  the  results. 
Unless  the  plan  be  fully  matured,  the  inquiry  may  fail 
of  its  purpose  and  be  inadequate  to  investigate  properly 
the  conditions  with  which  it  is  concerned.  On  the  other 
hand,  an  efficient  preparation  would,  in  the  long  run, 
mean  economy.  Through  such  a  preparation,  super¬ 
fluous  or  useless  questions,  which  have  sometimes  ap¬ 
peared  on  our  census  schedules,  would  be  avoided. 
Through  such  a  preparation,  the  elaboration  of  the  re¬ 
ports,  when  received,  would  proceed  in  the  most 
economical  manner.  There  would  be  no  groping  about 
to  ascertain  how  the  facts  collected  might  be  utilized 
and  tabulated,  or  what  combinations  were  necessary  in 
order  to  give  the  results  the  greater  meaning. 

REFORM  OF  CENSUS  ORGANIZATION. 

So  far  as  the  defects  of  the  census  are  to  be  attributed 
to  faults  of  organization,  it  is  clear  that  they  can  be 
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remedied  by  a  change  in  the  organization.  No  organi¬ 
zation  is  in  itself  the  guaranty  of  good  work  ;  but  a  de¬ 
fective  organization,  such  as  now  e.xists,  makes  good 
work  impossible.  With  a  proper  organization,  the  de¬ 
fects  which  have  been  mentioned,  could  be  avoided  and 
thereby  the  standard  of  the  work  raised. 

The  project  of  a  permanent  census  office  has  our 
warmest  commendation.  Such  an  office  would  meet 
satisfactorily  the  defects  which  have  been  outlined  and 
would  afford  an  opportunity  for  improvement  along 
many  lines. 

The  connection  of  the  many  inquiries,  which  consti¬ 
tute  our  census,  with  one  another,  is  not  so  close  that  it 
would  be  unsuitable  to  separate  them.  Some,  indeed, 
‘are  intimately  bound  up  with  the  enumeration  of  the 
population,  but  this  is  not  the  case  with  all  of  them. 
With  a  permanent  census  office,  there  could  be  no  ob¬ 
jection  to  distributing  the  inquiries  over  the  decade,  in¬ 
stead  of  concentrating  them  in  a  single  year.  This 
would  be  an  advantage  in  many  ways.  It  would  permit 
the  census  work  to  be  more  intensive.  Under  such  con¬ 
ditions,  a  superintendent  could  really  superintend  the 
work  of  his  office.  By  concentrating  the  attention  of 
the  latter  upon  a  few  inquiries  at  a  time,  each  could  re¬ 
ceive  his  personal  supervision  and  thus  all  of  the  census 
work  could  be  rendered  harmonious.  The  advantage  of 
having  a  smaller,  comparatively  compact  and  trained 
clerical  force,  is  obvious.  At  the  present  time,  the  cen¬ 
sus  office  is,  at  the  height  of  its  activity,  the  largest  ad¬ 
ministrative  office  under  the  United  States  government. 
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Its  employes,  recruited  in  haste  for  temporary  work,  do 
not  have  the  same  average  efficiency  as  could  be  ex¬ 
pected  with  permanent  employment.  At  times  under 
any  organization  additional  clerical  service  would  be 
necessary,  but  there  would  be  formed  a  group  of  em¬ 
ployes  whose  work  was  permanently  given  to  the  census 
office. 

A  permanent  office  enjoys  the  continuity  of  census 
work,  which  is  so  conspicuously  lacking  under  the  pres¬ 
ent  system.  It  is  not  necessary  to  enter  upon  this  side 
of  the  question  after  the  defects  of  discontinuity  have 
been  .set  forth. 

A  pennanent  bureau,  once  established,  could  give  to 
the  preparation  of  all  census  work,  the  time  and  fore¬ 
thought  which  it  requires.  It  would  be  the  constant 
study  of  those  in  charge  to  improve  the  methods  em¬ 
ployed.  One  investigation  would  not  be  completed  be¬ 
fore  plans  would  be  projected  for  the  ensuing  one.  The 
e.xperience  gained  would  contribute  directly  to  the  per¬ 
fection  of  succeeding  work.  The  regular  occurrence  of 
inquiries  at  specified  times,  would  enable  the  office  to 
take  them  in  hand  early  enough  to  secure  the  best  re¬ 
sults. 

The  permanent  census  office  is  the  organization  which 
must  ultimately  be  effected,  if  our  statistical  work  is  to 
maintain  a  high  standard  of  excellence.  European  sta¬ 
tisticians,  and  the  statisticians  of  this  country,  are  a  unit 
in  this  belief.  The  former,  indeed,  find  it  difficult  to 
comprehend  why  it  has  been  so  long  delayed,  and  how, 
under  existing  conditions,  any  work  of  a  creditable  nature 
can  be  carried  out. 
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PRESENT  NEEDS. 

The  need  of  the  hour  is  preparation  for  the  census  of 
1900.  Unless  that  census  shall  perpetuate  the  defects 
which  have  characterized  census  work  in  the  past,  the 
time  is  none  too  soon  for  establishing  a  suitable  organi¬ 
zation.  Nothing  more  unfortunate  for  the  success  of  a 
permanent  bureau  could  occur  than  a  delay  in  its  estab¬ 
lishment  until  a  few  months  prior  to  June  i,  1900.  The 
advantages  of  such  an  organization  are  those  which 
arise  from  its  past  existence,  and  not  from  its  future  ex¬ 
istence.  To  establish  it  late  in  1899,  or  even  in  1898, 
and  to  expect  that  it  would  carry  out  the  census  of  1900 
any  better  than  had  been  done  in  the  past,  would  be 
‘  only  to  reap  disappointment  and  to  jeopardize  the  effi¬ 
ciency  of  a  bureau  which  should,  and  will  in  the  long 
run,  reflect  credit  upon  the  nation. 

The  permanency  of  the  census  office  is,  therefore,  no 
panacea  for  statistical  ills,  but  a  rational  remedy  that 
must  be  applied  under  suitable  conditions.  In  the 
hands  of  an  incompetent  person,  it  could,  of  itself,  ac¬ 
complish  nothing.  It  can,  at  the  most,  give  a  competent 
statistician  the  proper  conditions  to  the  exercise  of  his 
talent.  So,  also,  to  invest  the  office  with  the  character 
of  permanency,  if  created  at  such  a  time  that  the  incum¬ 
bent  would  have  no  opportunity  to  exercise  his  abilities, 
would  be  fatal  to  the  hopes  which  have  been  reposed  in 
such  an  organization. 

The  permanent  census  furnishes  the  best  guarantees 
for  improvement  in  statistical  work,  if  established  under 
proper  conditions.  But  it  would  be  a  grave  misfortune 
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to  postpone  the  organization  of  such  a  bureau  until 
shortly  before  the  time  of  taking  the  next  census.  We 
cannot  urge  too  strongly  that  consideration  be  given  at 
an  early  date  to  the  needs  of  the  census.  If,  as  it  should, 
the  census  of  1900  is  to  be  an  advance  over  those  of  pre¬ 
ceding  years,  it  can  only  take  place  through  a  thorough 
preparation  of  the  work.  We  are  convinced  that  the 
gravest  difficulty  which  has  hitherto  impeded  the  work 
of  the  census,  is  the  haste  with  which  it  has  been 
planned  and  executed. 

CONCt,USION. 

For  these  reasons  we  respectfully  urge  the  considera¬ 
tion  and  adoption  of  the  measure  proposed  by  the  Hon¬ 
orable  Commissioner  of  Labor.  Having  had  an  oppor¬ 
tunity  to  examine  these  proposals,  we  feel  confident  that 
they  embody  sound  principles,  which,  if  put  into  opera¬ 
tion,  cannot  fail  to  accomplish  the  end  desired.  By  un¬ 
burdening  the  census  office  of  inquiries  for  which  it 
possesses  no  special  facilities,  by  distributing  its  work, 
and  by  providing  for  deliberate,  well-planned,  continuous 
action,  there  is  every  reason  to  hope  that  the  census 
work  will  be  elevated  to  the  highest  degree  of  efficiency. 
It  is  not  alone  in  the  interest  of  statistical  science,  but  in 
the  interest  of  the  public,  which  has  an  undoubted  right 
to  the  most  accurate  information  which  the  Census 
Office  can  furnish,  that  we  plead  for  the  adoption  of  a 
measure  which  will  attain  this  end,  and  mark  a  distinct 
progress  in  the  statistical  work  of  the  government. 
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Crime  and  the  Census. 

ABSTRACT  OF  PAPER  BY  PROFESSOR  ROI.AND  P.  FAI.KNER,  UNIVER¬ 
SITY  OF  PENNSYI, VANIA. 

The  amount  of  crime  in  a  community  is  of  such  grave 
importance  that  it  is  indispensable  that  it  should  be  as¬ 
certained  by  unimpeachable  methods.  Current  reason¬ 
ing  in  regard  to  the  increase  of  crime  and  the  tendency 
to  crime  of  different  elements  in  the  population  assumes 
the  census  figures  to  be  a  proper  index.  Crime  statistics 
in  the  United  States  are  based  upon  the  prison  popula¬ 
tion,  while  in  foreign  countries  they  are  generally  based 
upon  the  number  of  convictions  in  criminal  courts.  It 
is  to  be  examined  whether  these  two  systems  give  the 
same  result. 

In  the  United  States  the  census  figures  give  the  num¬ 
ber  of  prisoners  on  the  census  day  and  from  these  figures 
are  calculated  ratios  with  the  population.  These  ratios 
have  increased  siiice  1850,  and  the  conclusion  is  drawn 
at  once  that  crime  has  increased.  This  is  not  expressly 
stated  by  the  figures  and  may  not  be  a  proper  inference 
from  them. 

Analysis  of  census  figures  for  prisoners  shows  the  in¬ 
crease  to  have  been  unduly  magnified,  by  differences  in 
the  method  of  enumeration,  by  the  fact  that  census  ratios 
relate  to  all  prisoners  and  not  merely  to  those  convicted 
of  crime,  and  by  the  fact  that  since  i860  the  addition  to 
the  population  of  millions  of  former  slaves  has  mate¬ 
rially  changed  the  composition  of  society  in  the  United 
States  as  a  whole.  In  northern  states  the  increase  of 
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prisoners  is  not  so  great  as  on  the  average  of  the  United 
States,  It  has  thus  far  been  assumed  that  the  ratio  of 
prisoners  to  population  is  a  sufficient  index  of  the 
amount  of  crime.  But  if  the  amount  of  crime  be  the 
relation  between  the  number  of  offenses  of  a  given  year 
and  the  population,  this  is  something  quite  different 
from  the  ratio  of  prisoners  to  population. 

The  number  of  prisoners  at  any  time  is  a  func¬ 
tion  of  two  variables,  one  being  the  number  of  commit¬ 
ments  to  jail,  and  the  other  the  length  of  sentences.  At 
any  given  time  there  will  be  many  prisoners  committed 
for  serious  offenses  with  long  terms  whose  crime 
occurred  several  years  before  the  date  of  enumeration. 
On  the  other  hand,  many  persons  committed  to  jail  be¬ 
fore  the  date  of  enumeration  during  the  census  year  for 
lesser  offenses  with  short  sentences  will  have  already  left 
the  prison  before  the  day  of  enumeration  arrives. 

The  result  is,  that  in  the  total  of  prisoners  reported 
by  the  census,  the  long  term  offenders  are  far  more 
numerous  than  the  short  term  offenders,  while  in  the 
crime  of  a  given  year,  the  lesser  offenders,  in  fact  far 
outweigh  the  more  serious  ones.  In  the  calculations  of 
the  census  the  more  serious  offenders  have  an  undue 
effect  in  the  general  result.  Applying  this  principle  in 
detail  it  appears  that  sentences  in  1880  were  longer  than 
in  1890.  The  increase  in  the  number  of  commitments 
from  1880  to  1890  is  therefore  greater  than  the  increase 
of  the  prison  population.  Again,  in  certain  sections 
notably  the  southern  states,  sentences  are  longer  than 
elsewhere,  and  thus  the  proportion  of  prisoners  in  these 
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states  relatively  to  tlie  whole  is  unduly  magnified. 
Males  uniformly  receive  much  longer  sentences  than  fe¬ 
males,  and  consequently  the  crime  committed  by  the 
latter  appears  by  census  methods  to  be  less  than  it  really 
is.  Negroes,  again,  receive  longer  sentences  than  the 
whites  and  this  swells  their  proportion  according  to  the 
census  methods ;  on  the  other  hand,  foreign-born  whites 
receive  shorter  sentences  than  the  native  and  their  share 
in  the  total  amount  of  crime  appears  to  be  less  than  it 
would  be  if  we  recorded  commitments  and  not  popula¬ 
tion.  Finally,  the  relative  frequency  of  the  different 
classes  of  crime  is  much  exaggerated  by  census  methods. 
Such  crimes  as  homicide  and  burglary  for  which  longer 
sentences  are  given  have  a  proportion  of  the  total  num¬ 
ber  of  prisoners  far  greater  than  their  proportion  by  the 
convictions  of  a  single  year. 

It  can  be  seen  therefore,  that  we  are  at  sea  in  regard 
to  essential  points  among  the  characteristics  of  crime  in 
the  United  States.  ’Certainty  in  the  matter  can  be  at¬ 
tained  only  by  adopting  a  different  system  of  enumera¬ 
tion,  one  which  conforms  more  closely  to  the  practice  of 
other  countries.  Instead  of  enumerating  the  prison 
population  we  should  enumerate  all  the  persons  received 
in  prisons  in  the  United  States  in  the  census  year.  The 
task  of  the  census  office  would,  indeed,  be  greatly  in¬ 
creased.  It  is  doubtful  whether  under  the  present 
temporary  organization  of  the  census  office  the  plan 
could  be  carried  through,  as  it  would  require  a  continu¬ 
ous  enumeration  from  the  beginning  of  the  census  year 
until  its  close.  For  such  work  the  census  office  in  its 
present  shape  is  inadequately  equipped. 


Crime  and  the  Census. 


It  is,  however,  to  be  hoped  that  the  census  of  1900 
will  see  a  new  and  permanent  organization  of  the  census 
service.  For  the  proper  collection  of  statistics  relating 
to  crime,  such  a  change  is  well  nigh  indispensable.  A 
permanent  and  continuous  seivice  is  the  only  founda¬ 
tion  which  would  give  us  the  least  guaranty  of  reliable 
figures  relating  to  crime.  The  importance  of  this  sub¬ 
ject  alone,  should  be  an  unaswerable  argument  in  favor 
of  a  permanent  census  bureau. 

Discussion. 

Dr.  Frederick  H.  Wines :  I  quite  agree  in  general 
with  the  views  e.xpressed  by  Professor  Falkner.  What  I 
have  to  say  may  shed  a  little  additional  light  upon  the 
question.  While  attention  was  called  by  him  to  differ¬ 
ences  in  the  basis  of  enumeration  in  1850  and  in  1890, 
he  failed  to  state  that  altogether  different  methods  of 
collecting  statistics  were  employed  in  1850  from  those 
used  in  1890.  The  figures  in  the  reports  of  1850,  i860 
and  1870  are  unreliable,  imperfect  and  incomplete,  owing 
to  the  very  defective  methods  used  in  their  collection ; 
therefore  deductions  regarding  increase  of  crime  based 
upon  comparisons  between  them  are  entirely  unworthy 
of  confidence.  I  can  myself  vouch  for  the  fact  that  the 
number  of  prisoners  in  jails  in  Illinois,  as  it  appears  in 
the  census  report  of  1870,  was  a  pure  guess  on  the  part 
of  the  reporter  and  evolved  from  his  inner  consciousness. 
All  statistics,  no  matter  how  carefully  collected  by  the 
census  officers,  must  be  taken  with  allowance,  owing  to 
the  fact  that  incorrect  answers  are  in  many  cases  given 
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to  the  questions  asked,  both  consciously  and,  in  many 
cases,  unconsciously,  as  the  result  of  misapprehension  or 
defective  memory. 

Deductions  from  percentages  are  often  very  mislead¬ 
ing.  In  a  published  police  report  500  per  cent,  of  Turks 
in  a  certain  city  were  said  to  be  criminals,  because  the 
only  Turk  there  a  resident  had  been  committed  five 
times  during  the  year  for  drunkenness. 

Professor  Falkner  appears  to  have  made  his  estimates 
of  annual  commitments  by  taking  the  number  of  prisoners 
reported  in  the  census,  and  in  each  case  dividing  it  by 
the  average  term  of  sentence.  I  assume  the  accuracy  of 
his  calculations,  but  this  is  hardly  a  difference  of  method  ; 
and  the  data  for  such  a  calculation  were  never  before 
furnished,  since  this  is  the  first  attempt,  so  far  as  I  know, 
to  state  average  sentences  for  different  groups  of  prison¬ 
ers,  by  crimes  and  by  geographical  distribution.  The 
reason  for  not  pushing  the  calculations  in  the  census 
was  the  lack  of  time  and  money.  I  especially  regret  my 
inability  to  make  a  separate  classification  of  all  the  facts 
obtained,  by  age  periods. 

Prison  statistics  are  in  most  cases  no  criterion  of  the 
amount  of  crime  in  a  given  community,  owing  to  the 
differences  as  to  definitions  of  crimes  in  different  parts 
of  the  country,  and  also  to  differences  in  average  sen¬ 
tences  for  the  same  crime.  The  only  way  of  succeeding 
in  obtaining  a  just  notion  of  the  volume  of  crime  is 
through  judicial  statistics,  as  in  England.  The  collection 
of  such  statistics  is  the  function  of  the  department  of 
justice  and  not  of  the  census  office. 
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abstract  of  PAPKR  by  professor  DAVID  KINI,BY,  UNIVERSITY  OP 
ILLINOIS. 

The  data  on  which  this  paper  is  based  consist  of  re¬ 
plies  from  5,530  banking  institutions  concerning  the 
amount  and  character  of  their  deposits  on  the  first  of  last 
July.  The  deposits  were  classified  as  coming  from  re¬ 
tail  dealers,  wholesale  dealers,  and  “all  others,”  and 
showed  the  proportions  of  various  kinds  of  money  de¬ 
posited  by  each.  It  appeared  from  these  returns  that 
68  per  cent,  of  the  retail  business  of  the  country  is  done 
by  checks,  drafts  and  other  similar  instruments ;  that  95 
per  cent,  of  the  wholesale  trade  is  so  done,  and  92.5  per 
cent,  of  all  business.  Inasmuch,  however,  as  the  bank 
deposits  represent  only  part  of  the  business  of  the 
country,  it  is  necessary  to  make  certain  allowances  in 
these  figures,  especially  in  the  case  of  retail  trade. 
Something  must  be  allowed  for  the  deposits  of  banks 
which  did  not  reply,  something  for  the  business  of  those 
people  who  do  not  use  banks,  and  something  for  the  fact 
that  the  deposits  represented  only  one  day’s  trade. 
After  making  all  these  allowances,  however,  it  appears 
that  the  average  per  cent,  of  checks  and  similar  in¬ 
struments  used  in  the  retail  business  of  the  country  can¬ 
not  fairly  be  put  at  less  than  55  or  60.  There  seems  to 
be  no  good  reason  why  the  95  per  cent,  obtained  from 
the  bank  deposits  should  not  be  taken  as  accurate  for  the 
wholesale ,  and  all  other  business  of  the  country.  Of 
course  the  per  cent,  depends  partly  on  the  relative 
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amounts  of  the  different  kinds  of  business.  There  are 
no  very  reliable  data  showing  the  comparative  volumes 
of  wholesale,  retail  and  other  trade.  But  in  the  light  of 
such  as  are  available  it  would  seem  that  the  corrected 
per  cent,  of  credit  instruments  in  the  business  of  the 
country  is  not  less  than  75  and  is  perhaps  nearer  80. 

Some  writers  have  asserted  that  there  is  a  growing 
tendency  to  use  credit  instruments  less  as  time  goes  on. 
The  present  investigation  does  not  support  that  opinion. 
The  percentage  of  checks  shown  in  the  returns  of  last 
July  is  exactly  the  same  as  was  obtained  from  the  figures 
of  1892  and  is  greater  than  those  of  several  previous  in¬ 
vestigations. 

It  is  not  correct,  however,  to  suppose  that  money  is 
displaced  or  made  unnecessary  to  the  full  extent  to 
which  checks  are  used.  A  large  proportion  of  the  tran¬ 
sactions  done  on  credit  are  not  based  on  a  metallic  re- 
serv’e,  but  a  very  considerable  portion  of  them  are. 
These  require  reserves  in  the  banks.  Hence,  although 
the  use  of  credit  instruments  sets  free  a  certain  amount 
of  money  from  service  as  a  medium  of  direct  payment, 
some  of  this  has  to  go  into  the  reserves.  Therefore  not 
all  of  it  may  be  used  for  directly  enlarging  the  monetary 
circulation. 

A  study  of  the  figures  obtained  shows  that  the  use  of 
credit  instruments,  contrary  to  popular  opinion,  does  not 
increase  steadily  as  population  increases.  It  seems 
rather  to  progress  by  leaps  and  bounds  from  one  popu¬ 
lation  group  to  another.  There  seems  to  be  evidence 
that  at  intervals  of  about  every  15,000  of  population 
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there  is  an  expansion  in  the  percentage  of  credit  instru¬ 
ments  used. 

The  paper  also  discussed  the  effect  of  the  use  of  credit 
instruments  on  prices.  Of  course  to  the  extent  that 
they  set  free  a  certain  amount  of  money  they  will  lower 
prices  or  keep  them  from  advancing.  The  credit  in¬ 
struments  based  on  a  metallic  reserve  do  this.  Those 
not  so  based  have  only  a  remote  and  indirect  effect  on 
prices.  But  the  general  tendency  is  to  lower  them. 

Discussion. 

Mr.  Stuart  Wood :  I  have  but  one  point  to  put  for¬ 
ward  for  consideration.  The  deposits  in  banks  of  retail 
traders  are  taken  by  Professor  Kinley  as  the  basis  of  in¬ 
vestigation  of  the  use  of  credit  instruments  in  retail  busi¬ 
ness.  But  in  making  payment  for  current  expenses, 
retailers  make  more  or  less  extensive  use  of  the  cash 
which  they  receive  and  which  cash  never  appears  as  a 
deposit  in  bank.  The  credit  instrument,  therefore,  bears 
a  greater  proportion  to  cash  as  deposited  in  bank  than 
it  does  to  the  total  receipts  of  the  retailer.  Again,  there 
will  be  modifications  to  be  taken  account  of  in  the  case 
of  places  remote  from  banks,  where  on  account  of  such 
remoteness  the  real  working  of  cash  and  of  credit  in¬ 
struments  are  not  plainly  to  be  seen. 

Mr.  Thomas  G.  Shearman :  The  question  which  Pro¬ 
fessor  Kinley  has  raised  is  one  of  great  importance. 
But  the  figures  need  scrutiny  and  explanation.  While, 
according’  to  these  figures,  the  proportion  of  credit  in- 
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struments  in  retail  transactions  is  only  59  ^  in  Rhode 
Island,  it  is  62  %  in  Iowa  and  Georgia,  63  %  in  Arkan¬ 
sas,  76^  in  Colorado  and  79^  in  Arizona.  It  is  im¬ 
possible  that  these  proportions  should  justly  represent 
the  entire  retail  trade  of  those  states. 

In  reply  to  a  question.  Professor  Kinley  stated  that 
about  55^  of  credit  instruments  in  retail  trade  would 
represent  the  average  of  the  whole  country,  including 
farmers. 

Mr.  Shearman  :  There  are  over  200,000  owners  of 
separate  farms  in  Iowa.  If  one-half  of  all  Iowa  bank 
deposits  belonged  to  farmers,  which  is  impossible,  still 
only  50,000  could  have  any  deposits,  or  one-fourth  of 
tl\e  whole.  In  the  eleven  southern  states  it  is  impos¬ 
sible  that  one-tenth  of  the  farmers  could  have  any  bank 
accounts,  or  could  ever  draw  checks  in  payment  for 
their  retail  transactions.  How,  then,  is  this  large  per¬ 
centage  to  be  accounted  for  ? 

In  the  recent  campaign,  the  successful  candidate  re¬ 
ceived  the  votes  of  23  states,  the  defeated  candidate  the 
votes  of  22.  The  23  states  hold  92  ^  of  all  bank  de¬ 
posits  and  depositors.  Deducting  from  the  other  22 
states  the  silver  states  and  a  few  large  cities,  the  remain¬ 
ing  vast  agricultural  section  of  the  country,  having  40  ^ 
of  the  population  and  75  *fo  of  the  area,  has  less  than  4  ^  of 
bank  deposits  and  depositors.  This  suggests  what  was 
the  real  grievance  of  this  mass  of  voters,  although  they 
did  not  themselves  understand  it.  Their  banking 
facilities  are,  proportionately,  only  one-sixteenth  of  the 
rest  of  the  country. 
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In  reply  to  a  question,  Professor  Kinley  said  that  store 
orders  were  included  with  checks,  but  that  there  was  no 
means  of  ascertaining  what  ratio  they  bore  to  checks. 

Mr.  Shearman :  On  the  face  of  these  figures,  it 
would  appear  that  the  states  which  contain  but  of 
all  bank  deposits,  with  40^  of  the  population,  have 
abundant  banking  facilities.  Such  a  deduction  is  a 
fallacy ;  and  there  is  great  danger  of  injurious  conse¬ 
quences  from  it.  Those  sections  do  not  have  even 
tolerably  adequate  bank  facilities ;  and  their  demand  for 
currency  expansion  is  an  inevitable  consequence.  Yet 
what  they  really  need  is  checks,  not  currency.  A  most 
misleading  use  has  already  been  made  of  these  figures  ; 
and  there  is  danger  that  they  will  engender  grave  mis¬ 
apprehensions.  The  fact  that  52  ^  of  deposits  in  sav¬ 
ings  banks  are  made  in  checks  is,  moreover,  conclusive 
proof  that  less  than  half  of  those  deposits  belong  to 
manual  laborers. 

Professor  C.  S.  Walker :  There  are  many  elements 
that  influence  the  real  ratio  of  credit  instruments  to  cash 
in  retail  transactions  and  make  the  apparent  ratio  as  de¬ 
rived  from  bank  deposits  far  different  from  the  actual 
proportion.  Thus,  for  example,  in  Massachusetts,  co¬ 
operative  creameries  pay  for  the  milk  that  they  consume 
in  checks,  which  are  given  to  the  farmer  and  which  are 
used  as  currency  and  pass  through  many  hands  before 
reaching  a  bank.  How  many  transactions  are  thus  made 
by  these  checks  before  reaching  the  bank,  depends  upon 
many  elements,  such  as  remoteness  of  the  farmer  from 
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the  bank,  and  convenience  in  paying  by  means  of  the 
check.  Again,  buyers  of  country  produce  gathered  from 
the  farm  pay  checks  to  fanners,  stipulating  that  they 
shall  not  be  presented  at  the  banks  for  a  certain  time ; 
these  pass  from  hand  to  hand. 

Dr.  J.  H.  Hollander :  In  considering  the  conclusions 
arrived  at  in  Prosessor  Kinley’s  paper,  the  fact  should 
be  borne  in  mind  that  banking  returns  do  not  represent 
the  entire  volume  of  retail  trade.  The  receipt,  of  the 
retailer  in  credit  instruments  are  deposited  in  toto ;  but 
the  cash  received  is  not  so  deposited  since  a  considera¬ 
ble  portion  of  it  is  used  to  defray  current  expenses  and 
never  passes  over  the  counter  of  the  bank.  Further,  ad¬ 
equate  allowance  does  not  appear  to  have  been  made  for 
the  smaller  use  of  credit  instruments  in  sections  of  the 
country  where  banks  are  fewer  in  number. 

Professor  J.  R.  Commons :  To  call  attention  to  the 
facility  in  misinterpreting  statistics,  I  might  relate 
the  case  of  a  small  town  of  7,000  population  where  all 
the  retail  stores  investigated  by  me  showed  but  from 
10^  to  30^  of  the  receipts  in  credit  instruments ;  and  yet 
these  same  credit  instruments  appear  in  the  retailer’s 
bank  account  as  60^  or  more  of  his  deposits,  owing  to  a 
greater  or  less  use  of  his  cash  receipts  directly  for  de¬ 
fraying  current  expenses  or  mercantile  obligations. 

Professor  Fabian  Franklin :  It  should  be  noticed 
that  the  apparently  startling  inconsistency,  referred  to 
by  Mr.  Shearman,  between  the  statistical  data  concern- 
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ing  the  relative  prominence  of  checks  in  the  southern 
states  as  compared  with  the  northern  states,  and  the 
known  facts  as  to  the  scarcity  of  banks,  may  be  explain¬ 
able,  in  part  at  least,  by  the  circumstance  that  small 
farmers  in  many  parts  of  the  South  frequently  have 
standing  accounts  at  the  retail  stores  which  are  settled 
only  by  the  sale  of  their  crops  through  the  retail  store¬ 
keeper.  These  crops  are  bought  by  brokers  who  pay  the 
storekeeper  by  check.  The  people  are  poor  and  have 
no  ready  money  in  any  shape ;  the  trouble  with  them  is 
not  so  much  that  there  are  no  banks  as  that  they  have 
nothing  to  put  into  the  banks  if  they  had  them. 

Professor  J.  F.  Crowell :  In  the  southern  states,  buy¬ 
ers  of  tobacco  and  cotton  often  pay  the  producers  in 
checks.  It  depends  upon  the  convenience  of  banking 
facilities  whether  these  checks  are  immediately  deposited 
in  banks  or  are  passed  on  from  hand  to  hand  until  they 
are  finally  received  by  retail  dealers  and  by  them  de¬ 
posited  in  bank.  The  cotton  states  especially  make  a 
large  use  of  checks,  and  this  use  may  have  unduly 
swelled  the  percentage  numbers  without,  however,  bear¬ 
ing  the  relation  to  currency  that  the  percentage  numbers 
imply. 

Mr.  Frederick  C.  Waite  :  Professor  Kinley  stated  that 
on  July  I,  1896,  the  percentage  of  checks  deposited  by 
retailers  and  wholesalers  w’as  greater  than  on  either  of 
the  previous  dates  since  1881.  On  July  ist,  the  per  cap¬ 
ita  amount  of  money  in  circulation  was  less  than  on  any 
previous  date  since  1881.  This,  together  with  the 
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hoarding  which  accompanies  the  contraction  of  the  cur¬ 
rency,  seems  to  explain  this  high  percentage  of  checks 
in  1896.  At  any  rate,  the  still  higher  percentage  of 
checks  in  1881  does  not  prove  a  more  extensive  substi¬ 
tution  of  credit  for  money  of  late  years. 

The  schedules  which  Professor  Kinley  sent  to  the 
bankers  necessarily  ignored  the  fact  that  in  most  of  the 
grocery  stores  the  money  in  the  till  is  constantly  being 
paid  out  for  loads  of  produce  or  other  merchandise. 
Hence  his  figures  are  scarcely  statistics  representing  re¬ 
tail  trade. 

Professor  George  Gunton ;  The  more  this  question  is 
discussed  the  more  significant  it  becomes.  Investiga¬ 
tions  of  this  character  are  very  important  provided  that 
they  are  conducted  in  such  a  way  as  to  bring  out  the 
full  significance  of  the  facts,  but  facts  may  be  so  col¬ 
lected  as  to  give  an  entirely  false  impression  of  the 
phenomena  investigated.  This  seems  to  be  the  case 
with  Professor  Kinley’s  figures:  his  tables  correctly  rep¬ 
resented  the  facts  he  has  gathered,  but  they  wholly  mis¬ 
represent  the  amount  of  credit  instruments  used  in  retail 
trade  to  which  they  relate.  They  show  that  the  largest 
per  cent,  of  credit  instruments  is  used  in  retail  trade 
where  the  least  and  poorest  facilities  for  credit  instru¬ 
ments  exist.  As  these  figures  have  a  bearing  on  the 
money  question,  it  is  very  unfortunate  that  they  have 
been  published  in  an  offieial  document  of  the  Treasury 
Department ;  they  ought  really  to  be  labeled  “  danger¬ 
ous  ;  to  be  used  by  experts  only.”  The  misleading  effect 
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of  the  figures  evidently  arise  from  the  method  of  their 
collection.  Professor  Kinley  has  taken  only  credit  in¬ 
struments  deposited  in  the  banks  by  retail  dealers,  which 
may  be  and  often  are  but  a  fraction  of  their  receipts. 
As  already  pointed  out,  it  frequently  occurs  that  retail 
dealers  in  small  towns  pay  the  greater  part  of  their  bills 
out  of  the  cash  drawer,  so  that  70  or  80  per  cent,  of  their 
receipts  may  never  go  into  the  bank  at  all ;  this  would 
always  be  cash  and  not  credit  instrument.  This  in¬ 
vestigation  seems  to  be  valuable  more  as  revealing  the 
blunders  that  can  be  made  in  such  undertakings  than  in 
throwing  light  upon  the  subject  under  consideration. 

Mr.  E.  T.  Peters :  I  merely  wish  to  emphasize  the 
point  already  made  in  this  discussion,  that  much  of  the 
complaint  about  a  scarcity  of  currency  comes  from  quar¬ 
ters  where  the  real  difficulty  is  a  scarcity  of  wealth,  or, 
to  speak  more  accurately,  a  scarcity  of  capital  relatively 
to  the  opportunities  for  its  use.  In  such  cases,  people 
find  it  necessary  or  advantageoixs  to  put  their  means  and 
even  their  credit  as  promptly  as  possible  into  imple¬ 
ments,  machinery,  live  stock,  fertilizers,  or  other  forms 
of  working  capital,  and  it  would  be  a  great  mistake  to 
increase  the  volume  of  the  currency  to  supply  them  with 
a  store  of  money,  which  under  the  circumstances  they 
could  not  afford  to  keep,  even  if  they  had  it. 

Professor  David  Kinley :  Most  of  the  points  of  criti¬ 
cism  raised  against  the  conclusions  drawn  in  my  paper 
will  be  found  answered  in  the  full  treatment  of  the 
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subject  which  I  submitted  to  the  Comptroller  of  the 
Currency  and  which  has  just  been  published  in  his 
annual  report. 

I  must  not  be  understood  as  saying  that  the  extensive 
use  of  credit  instruments  is  a  sign  that  no  more  money 
is  needed.  On  the  contrary,  it  may  be  a  sign  of  great 
financial  stringency.  Credit  instruments  may  be  the 
hardest  or  the  easiest  things  to  use  instead  of  currency. 
In  regard  to  the  point  that  no  account  is  taken  of  the  re¬ 
tailers’  receipts  that  never  reach  the  bank,  we  may  get 
at  that  amount  thus  :  Taking  the  average  per  capita  ex¬ 
penditure  for  daily  living  at  the  high  figure  of  50  cts., 
we  get  $35,000,000  for  the  total  daily  retail  expenditure. 
This  is  nine  millions  more  than  our  deposits  and  may 
represent  the  portion  which  does  not  reach  the  banks. 
But  if  we  take  this  whole  amount  from  the  checks,  the 
credit  instruments  still  constitute  55^  of  all  retail 
transactions.  But  small  transactions  are  just  as  likely 
to  be  made  in  c'redit  instruments  nowadays  as  in 
cash.  Farmers  certainly  use  checks  to  a  large  extent  in 
Illinois,  and,  from  investigation  I  believe  the  same  to 
hold  good  over  the  whole  country.  Barter  trade  is  still 
abundant  in  the  South  and  West,  but  is  dying  out  in 
the  East.  If  no  account  is  taken  of  it,  the  percentage 
of  credit  instruments  used  will  be  still  larger.  The 
proportion  of  store-orders  used  is  small.  There  is,  of 
course,  a  wide  difference  in  the  use  of  checks  in  different 
localities  and  at  different  times. 
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Discussion. — What  Is  the  Present  Direction  of 
Acquisitive  Investments  ?  What  Are  the  Eco¬ 
nomic  Effects  of  such  Investments? 

QUESTIONS  FORMULATED  BY  THE  LEADER,  HON.  CHARLES  S.  FAIRCHILD, 
EX-SBCRETARY  OF  TUB  TRBASUKY. 

What  is  the  relation  of  the  deposits  in  savings  banks  to  the  general 
business  of  the  country  ?  What  are  their  advantages  and  disadvan¬ 
tages  to  the  depositor  and  to  the  public? 

Ought  this  form  of  investment  to  be  made  still  more  easy,  or  the 
contrary  ?  Should  not  the  depositors  in  savings  banks  be  encouraged 
so  to  invest  their  money  that  they  shall  consider  it  as  invested  and 
not  deposited  ? 

What  forms  of  investment  should  be  encouraged?  Building  and 
loan  associations?  Life  insurance?  Direct  interest  in  real  estate 
mortgages  ?  Stocks  and  securities  of  business  enterprises  ? 

Mr.  Fairchild :  The  following  is  a  statement  of  the 
facts  involved  : 

Ukvei.opment  ok  Savings  Banks  in  the  United  States. 


Year. 

Number 

of 

Banks. 

Number 

of 

Depositors.  ! 

Deposits.  ! 

Average 

due  each 

Depositor. 

i860 .... 

278  ' 

693.870  i 

$  149.277,504  ! 

|2I5  13 

1865 . 

317 

980,844 

242,619,382 

247  35 

1870 . 

517 

1,630,846 

549.874.35s 

337  17 

00 

771 

2,359,864 

924,037,304 

391  56 

1880 . 

629 

2,335,582 

819,106,973 

350  71 

1885.  .  .  . 

646 

3.07  >.495 

1 

1,095,172,147  ! 

356  56 

1890 . 

921 

4.258.893 

1.524,844,506 

358  03 

1895 . 

1,017 

4,875.519 

1,810,597,023 

371  36 

1896 . 

988 

1 

5,065,494 

i  1 

1,907.156,277 

376  50 
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COMPARISON  OF  SAVINGS  BANK  DEPOSITS  WITH  OTHER  FORMS  OF 
INVESTMENT. 


Total  deposits  of  national  banks,  July,  1896 . 11,687,629,515 

Total  deposits  of  state  and  private  banks  and  loan  and 

trust  companies,  1896 . 1,331,224,448 

Total  assets  of  life  insurance  companies,  1895, . 1,142,419,926 

Total  deposits  in  savings  banks,  1896 . i)907ii56,277 

Total  dues  and  profits  building  and  loan  associations, 

(partly  estimated) .  500,000,000 


The  magnitude  of  these  savings  bank  deposits  and 
their  rapid  growth  make  the  whole  subject  worthy  of 
careful  consideration. 

The  merits  of  the  savings  bank  system  is  that  it 
makes  it  easy  to  care  for  savings,  thus  inducing  saving, 
which  of  itself  is  a  benefit  to  the  people  who  save,  both 
pecuniarily  and  morally,  and  is  a  further  benefit  to  the 
community  as  a  whole  in  that  this  saving  accumulates 
capital  which  is  available  for  general  business  purposes 
directly  or  indirectly.  It  manifestly  should  be  the 
policy  of  government  to  encourage  the  habit  of  saving 
and  to  make  saving  easy. 

On  the  other  hand  there  are  certain  features  connected 
with  this  particular  form  of  investment  of  savings  which 
apparently  are  not  well  for  the  community.  The  very 
term  “  deposits  ”  in  savings  banks,  and  not  “  invest¬ 
ments  ”  indicates  one  of  the  evils.  The  bulk  of  our  sav¬ 
ings  banks,  and  those  of  which  I  am  now  talking,  have 
no  capital  and  no  stockholders.  The  assets  all  come 
from  the  deposits  of  those  who  patronize  them  and  from 
the  accumulation  of  earnings  over  and  above  the  divi¬ 
dends  paid.  They  are,  therefore,  co-operative  enter¬ 
prises.  And  yet  every  depositor  looks  upon  his  deposit 
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not  as  an  investment,  but  as  something  which  he  can 
withdraw  at  will.  In  time  of  financial  disturbance  this 
fact  generally  increases  the  distress,  for  soon  the  de¬ 
positors  in  savings  banks  begin  to  take  alarm,  and  with¬ 
draw  their  deposits.  The  savings  bank  officers  dislike 
to  give  the  time  notices,  and  consequently  there  is  a 
withdrawal  of  funds  belonging  to  savings  banks  from 
all  the  active  business  institutions.  Securities  come  on 
the  market  when  it  is  not  ready  to  take  them,  and  thus 
these  funds,  which  have  been  so  meritoriously  accu¬ 
mulated  and  which  have  been  of  considerable  benefit  to 
the  community,  become  at  such  times  a  menace  to  all 
business  interests.  And  then,  most  of  the  depositors 
being  the  employees  of  the  various  business  enterprises 
which  are  crippled  by  the  financial  disturbance,  the 
circle  is  completed,  and  the  very  fears  of  the  savings 
banks  depositors,  acting  through  general  business  chan¬ 
nels,  return  to  injure  the  depositors  themselves  by  the 
curtailment  or  stoppage  of  their  usual  employment. 

As  I  said  at  the  outset,  the  sums  of  money  held  in 
this  way  exceed  the  deposits  of  national  banks  or  of 
state  and  private  banks  and  trust  companies,  so  that 
whenever  the  minds  of  the  savings  banks  depositors  are 
agitated,  manifestly  a  force  is  set  in  motion  which,  if  un¬ 
checked,  would  overwhelm  all  the  business  enterprises 
of  the  country. 

It  would,  therefore,  seem  to  be  wise  for  men  to  con¬ 
sider  whether  by  some  device  saving  cannot  still  be 
made  easy  and  encouraged,  and  at  the  same  time  some 
of  the  dangers  of  which  I  have  spoken  be  avoided. 

7 
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And  then,  would  it  not  be  better  if  the  great  bulk  of 
these  savings  were  really  invested  by  their  owners  di¬ 
rectly  instead  of  indirectly  through  the  savings  banks? 
Would  the  savings  bank  depositors  not  feel  a  greater  in¬ 
terest  in  the  affairs  of  business  and  the  country  and  feel 
their  connection  therewith  more  intimately  than  they 
do  now  ?  Would  they  not  be  more  intelligent  in  the 
conduct  of  their  affairs  ?  Would  it  not  be  better  that 
they  should  own  their  mortgages  themselves  when¬ 
ever  their  accumulations  reached  more  than  a  moderate 
sum? 

The  recent  growth  of  mortgage  insurance  companies 
and  the  practice  of  giving  shares  in  large  mortgages 
opens  a  way  for  investments  of  this  character  which 
would  be  suitable  for  all  sums. 

Building  and  loan  associations,  too,  when  properly 
managed — and  there  is  no  reason  why  they  should  not 
be  as  well  managed  as  savings  banks — afford  an  invest¬ 
ment  for  savings  of  a  very  good  character  and  one  which 
is  freed  from  many  of  the  objections  against  the  savings 
bank  system  that  I  have  mentioned.  Shortly  after  the 
panic  of  1893,  ^  noticed  in  the  newspapers  that  Cincin¬ 
nati  claimed  that  the  comparative  immunity  of  that 
city  from  the  financial  troubles  of  other  cities  during  the 
period  of  crisis  had  been  due  to  the  fact  that  the  accu¬ 
mulations  and  deposits  in  that  community  had  taken  the 
direction  of  local  building  and  loan  associations  rather 
than  of  savings  banks. 

Out  of  this  subject  other  thoughts  occur  to  me. 
Government  legislation  has  been  for  many  years  di- 
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reeled  toward  the  protection  of  certain  investments,  such 
as  those  of  the  savings  banks,  by  requiring  that  all  such 
funds  shall  be  invested  in  certain  specified  forms  of  in¬ 
debtedness — government  and  municipal  bonds,  real  es¬ 
tate  mortages,  or  the  bonds  of  solvent  railroads.  The 
result  has  been  a  vast  increase  in  the  various  forms  of 
indebtedness  selected.  It  is  open  to  serious  doubt 
whether  this  encouragement  to  incur  debt  is  beneficial 
either  to  a  single  community  or  to  the  nations  of  the 
world.  It  is  doubtful,  too,  whether  such  investments 
are  always  the  most  safe.  There  are  bad  mortgages  as 
well  as  good  ones.  It  has  been  for  a  long  time  a  matter 
of  history  that  this  system  of  doing  business  by  running 
into  debt,  encouraged  by  legislation,  has  been  attended 
by  serious  evils. 

Indeed,  the  whole  vast  increase  of  public  indebtedness 
with  the  consequent  prodigality  and  wastefulness  in  the 
use  of  public  money  has  been  thus  encouraged.  Munic¬ 
ipalities,  owing  to  this  demand  by  banks  and  the  invest¬ 
ors  of  trust  funds  for  investments  in  indebtedness,  have 
been  encouraged  to  borrow  immense  sums  for  local  pur¬ 
poses  often  not  needed.  The  same  tendency  has  been 
encouraged  by  the  exemption  of  many  public  debts 
from  taxation. 

It  is  a  serious  question  whether  government  has  not 
gone  too  far  in  this  direction.  The  features  of  modern 
business  are  its  enormous  indebtedness  and  the  necessity 
for  meeting  the  resulting  fixed  charges.  As  a  conse¬ 
quence,  in'  railroads,  for  example,  where  the  road  has 
been  built  with  indebtedness,  losses  generally  fall  on 
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the  bondholders,  who  have  had  nothing  to  do  with  the 
management  or  control  of  the  road. 

The  suggestions  that  I  have  made,  although  crude, 
have  been  running  in  my  mind  for  many  years.  I  be¬ 
lieve  that  on  account  of  the  magnitude  of  the  savings 
•deposits  in  question,  the  whole  subject  is  worthy  of  the 
•careful  attention  of  such  a  distinguished  body  of  experts 
.as  this. 

Discussion. 

Professor  Franklin  H.  Giddings :  I  wish  to  thank 
Mr.  Fairchild  for  his  clear  and  straightforward  state¬ 
ments  upon  the  question  under  discussion.  It  is  un¬ 
doubtedly  true  that  during  the  past  fifteen  or  twenty 
years  there  has  been  growing  up  in  the  minds  of  those 
who  usually  are  called  the  “  plain  people,”  a  feeling  of 
hostility  toward  that  class  which  is  charged  with  the 
care  of  the  great  mass  of  capital  that  is  used  in  carrying 
on  the  business  of  the  nation.  This  feeling  is  perilous 
to  business,  to  politics  and  to  law.  It  is  due  to  a  con¬ 
viction  that  investments  in  .strictly  productive  enter¬ 
prises  are  unsafe,  and  that  the  only  safe  channels  of  in¬ 
vestment  are  the  savings  banks,  government  loans,  and 
other  forms  of  indebtedness,  all  carefully  guarded  by 
law.  It  has  been  this  conviction  that  has  brought 
pressure  to  bear  on  legislatures  to  increase  the  stringency 
lof  laws  relating  to  savings. 

All  the  money  that  is  put  into  productive  or  acquisitive 
investments  comes*  from  one  of  three  sources :  first, 
.the  profits  of  great  businesses;  second,  those  of  the 
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small  businesses ;  third,  the  savings  of  the  wage-earn¬ 
ing  workingmen.  If  a  sense  of  business  solidarity  is  to 
be  maintained  in  the  community,  accumulations  from 
these  three  sources  should  not  be  separated  in  investment. 
By  means  of  his  investment  the  workingman  who  saves 
should  be  made  to  feel  that  he  has  the  same  stake,  in 
kind,  in  the  equality  of  law,  and  in  the  stability  of  so¬ 
ciety  that  the  man  of  the  big  business  has. 

As  a  matter  of  fact,  however,  the  workingman  does 
not  experience  this  feeling  for  the  reason  that  he  seldom 
directly  puts  his  accumulations  into  the  great  business 
enterprises.  When  now  and  then  he  does  so,  he  too 
often  loses  his  money.  As  a  consequence  he  believes 
that  such  investments  are  unsafe  and  that  his  earnings 
are  liable  to  be  used  in  stock-gambling  operations  which 
bring  nothing  to  him,  but  enrich  others. 

Partly  owing  to  this  state  of  affairs,  and  partly  to  the 
conditions  explained  by  Mr.  Fairchild,  the  owmers  of 
small  accumulations  of  capital  invest  them  in  safe  bonds 
or  deposit  them  in  savings  banks.  One  result  is  that 
when  such  men  do  venture  beyond  these  limits,  having 
had  almost  no  experience  in  true  investment,  they  usu¬ 
ally  speculate  iii  the  enterprises  that  are  most  luridly 
advertised  by  promoters.  The  consequence  has  been 
that  during  the  last  few  years  an  enormous  amount  of 
money  has  been  squandered  in  reckless  anticipation  of 
future  business  which  has  failed  to  materialize.  No  one 
can  look  upon  the  condition  of  things  west  of  the  Miss¬ 
issippi  River  without  seeing  that  millions  of  capital  have 
been  not  invested,  but  sunk  in  trolley  and  cable  roads,, 
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built  in  anticipation  of  a  possible  future  use,  iu  streets 
that  were  opened  and  paved  before  there  was  any  demand 
for  them,  in  gas  plants  that  were  not  wanted,  in  hotels 
that  were  never  used,  and,  indeed,  in  all  manner  of  things 
in  anticipation  of  business  that  has  not  come  and  will  not 
come  for  a  generation.  The  drain  has  been  from  people 
who  knew  nothing  of  productive  business  investments, 
but  who  were  deluded  by  the  representations  of  inter¬ 
ested  parties  “  of  well  established  Christian  character,  ” 
as  the  advertisements  phrase  it.  The  only  way  to  cor¬ 
rect  this  state  of  things  is  to  interest  the  owner  of  small 
accumulations  of  capital  in  the  sound  productive  busi¬ 
nesses  of  the  community.  To  this  end  three  things  must 
be  assured :  first,  that  stocks  as  distinguished  from 
bonds  shall  really  represent  property,  and  that  stocks 
shall  be  treated  by  boards  of  directors  as  property  and 
not  as  potential  values  to  be  used  in  gambling  operations  ; 
second,  that  the  laws  governing  the  responsibility  of  di¬ 
rectors  and  the  management  of  busine.ss  operations  shall 
be  enforced  with  a  reasonable  degree  of  equality  and 
strictness ;  third,  that  there  shall  be  some  means  of  dis¬ 
tinguishing  between  bona  fide  and  merely  speculative 
busitiess. 

The  second  requirement  I  will  leave  to  the  afternoon 
discussion.  The  first  and  third  requirements  involve  the 
question  of  a  distribution  of  risks.  The  man  of  small 
property  cannot  wisely  assume  the  risk  of  putting  all  his 
accumulations  in  one  enterprise.  The  savings  bank  is 
merely  an  agent  for  the  depositor.  Why  should  not  its 
officers  advise  depositors  about  productive  investments 
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and  assist  them  at  a  minimtim  cost  to  distribute  their 
risks?  Buying  and  selling  securities  on  a  small  scale  is 
expensive.  Savings  banks  could  undertake  this  servdce 
at  a  relatively  low  rate.  The  average  rate  of  interest  on 
properly  distributed  investments  in  productive  enter¬ 
prises  should  be  larger  than  on  a  deposit  in  a  savings 
bank. 

My  suggestion  then  is  that  we  should  try  to  interest 
the  man  with  a  small  accumulation  of  capital  directly  in 
sound  productive  enterprises  and  thereby  create  in  the 
community  a  stronger  business  solidarity  than  there  is 
at  present. 

Professor  Joseph  F.  Johnson  :  The  last  ten  years 
have  been  very  trying  to  investors.  In  the  early  eighties 
the  stocks  and  bonds  of  railroads  and  mortgages  on 
western  farm  lands  promised  and  paid  attractive  rates  of 
interest.  But  investors  no  longer  have  confidence  in 
railway  securities.  Investments  in  western  lands  have 
also  lost  their  popularity.  A  western  farmer  cannot 
now  get  within  ear  shot  of  a  man  who  has  any  money 
to  lend.  The  earning  power  of  street  railway  properties 
is  very  large  and  there  is  no  danger  from  competition  ; 
yet  stock  watering,  mysterious  bond  issues  and  general 
secrecy  as  to  their  financial  operations  have  given  their 
securities  a  speculative  character  and  the  average  in¬ 
vestor  is  afraid  of  them. 

Then  there  was  the  British  fad  for  capitalizing  in¬ 
dustrial  enterprises,  with  which  a  great  many  investors 
were  taken  only  a  few  years  ago.  The  American  in- 
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vestor  has  learned  that  men  who  have  built  up  an  in¬ 
dustrial  enterprise  and  know  all  about  it  are  not  likely 
to  sell  it  for  less  than  it  is  worth.  I  cannot  learn  that 
a  single  one  of  the  industries  internationally  floated  four 
or  five  years  ago  has  been  successful.  Most  of  them 
have  been  absolute  failures  and  the  British  investor  is 
now  about  as  shy  and  suspicious  of  Yankee  industries  as 
he  is  of  Yankee  railways. 

Now  what  have  we  left  for  the  small  investor? 
Nothing  but  city  bonds,  state  bonds  and  government 
bonds,  and  mortgages  on  city  real  estate.  He  can  in¬ 
vest  in  these  directly  or  he  can  do  it  indirectly  through 
the  medium  of  the  savings  bank,  the  insurance  company 
and  the  building  and  loan  association.  The  indirect 
method  is  the  more  convenient  for  investors  with  small 
sums  at  their  disposal,  and  during  a  period  of  dull  times 
a  savings  bank  is  preferred  because  it  imposes  no  re¬ 
sponsibility  on  the  depositor  with  regard  to  future  in¬ 
vestments.  So  at  the  present  time  we  may  expect  to 
find  that  savings  deposits  are  increasing  more  rapidly 
than  commercial  deposits,  and  that  is  exactly  what  we 
do  find  set  forth  in  the  report  of  the  Comptroller  of  the 
Currency.  Since  1890  the  savings  deposits  of  the 
country  have  grown  from  one  and  one-half  billions  to 
nearly  two  billions,  a  gain  of  27  ;  while  the  commercial 

deposits  have  grown  from  2,600  million  to  2,900  million, 
a  gain  of  only  13^.  The  difference  in  the  last  two 
years  is  more  striking.  Since  1894  savings  deposits  have 
increased  1 1 ,  while  commercial  deposits  stand  today 
where  they  stood  at  that  time. 
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In  view  of  these  facts  one  can  hardly  snbscribe  to  the 
popular  notion  that  the  growth  of  savings  bank  deposits 
is  an  indication  of  the  prosperity  of  the  country.  On 
the  contrary,  it  would  be  more  reasonable  to  hold  that 
they  measure  the  depths  of  its  adversity.  In  ordinary 
times  there  are  two  classes  of  depositors :  first,  the  con¬ 
stitutional  saver  who  knows  nothing  about  business ; 
second,  the  enterprising  man  who  is  accumulating  an 
investment  fund.  Now  a  panic  and  a  period  of  depres¬ 
sion  introduce  to  the  savings  bank  a  third  class  of  cus¬ 
tomers.  They  are  the  men  who  in  ordinary  times  are 
independent  investors  or  managers  of  small  business  en¬ 
terprises.  Hard  times  lessen  the  deposits  of  the  first 
two  classes,  but  their  withdrawals  are  more  than  offset 
by  the  deposits  of  the  third  class. 

It  is  worthy  of  note  that  the  personnel  of  savings  bank 
depositors  is  now  of  an  extraordinary  character.  Pro¬ 
fessor  Kinley  might  not  have  found,  if  he  had  made  his 
investigation  in  1892  or  in  1889,  that  52  of  the  sav¬ 
ings  deposits  are  made  in  the  form  of  checks.  I  doubt 
if  checks  are  used  much  by  depositors  of  the  first  and 
second  classes.  But  in  the  case  of  the  third  class  we 
would  naturally  expect  the  use  of  checks,  for  many  of 
these  depositors  simply  transfer  accounts  from  commer¬ 
cial  banks  to  savings  banks. 

It  seems  to  me  a  begging  of  the  question  to  ascribe 
the  present  perplexities  of  the  investor  to  excessive  com¬ 
petition,  to  the  organization  of  trusts,  to  overcapitali¬ 
zation,  or  to  mismanagement.  It  is  in  the  conditions 
which  have  made  competition  hurtful  and  combination 
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necessary',  which  have  prompted  overcapitalization  and 
tempted  men  into  dangerous  ventures — it  is  in  these 
conditions  that  we  shall  find  the  cause  of  the  barrenness 
of  the  investment  field. 

Mr.  Sheppard  Homans  :  Building  and  loan  associa¬ 
tions  not  only  induce  saving,  thrift  and  economy,  but  also 
present  advantages  to  depositors  who  keep  up  these  con¬ 
ditions.  This  is  not  so  in  savings  banks  where  with¬ 
drawal  of  deposits  is  at  will.  Although  building  and  loan 
associations  are  comparatively  recent,  yet  in  the  city  of 
Philadelphia  a  peculiar  result  of  the  many  building  and 
loan  associations  is  that  there  are  but  i.i  families  to  a 
house  in  that  city,  while  in  New  York  there  are  3.82 
families  to  a  house.  The  reserve  deposits  of  life  insur¬ 
ance  companies  could,  with  advantage  to  the  owners 
thereof,  be  treated  with  advantage  upon  principles  .sim¬ 
ilar  to  those  governing  building  and  loan  associations  ; 
and  in  that  event  perhaps  one-half  of  the  deposits  in 
savings  banks  could  with  advantage  be  placed  in  con¬ 
nection  with  life  insurance. 

Investment  has  no  necessary  connection  with  life  insur¬ 
ance,  but  such  connection  has  its  advantages.  The  in¬ 
vestments  of  the  future  can  be  made  much  more  bene¬ 
ficial  to  the  investors  if  the  germ  idea  represented  by 
the  building  and  loan  association  principle  be  adopted 
in  connection  therewith.  The  great  desideratum  in  re¬ 
gard  to  savings  is  to  present  to  people  the  chance  to  de¬ 
posit  periodically  certain  sums  upon  which  a  with¬ 
drawal  penalty  is  imposed  and  where  the  advantage  of 
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persistence  is  manifest  and  substantial.  An  institution 
in  Brooklyn,  called  “Thrift,”  presents  such  opportun¬ 
ities.  A  contract  is  made  with  the  depositor,  who  agrees 
to  pay  in  a  certain  sum  every  month  for  a  period  of  ten 
years.  In  return  he  is  guaranteed  the  principal  with 
compound  interest  at  six  per  cent.  In  New  York  is  an 
institution  modeled  on  the  Birkbeck  Building  and  Loan 
Association  of  Loudon,  England.  This  latter  institu¬ 
tion  is  the  largest  of  its  kind  in  the  world  and  during 
the  fifty  years  of  its  e.xistence  it  repaid  ^217,000,000  to 
depositors  and  investors.  Its  branches  include  a  bank, 
a  freehold  land  society  which  gives  opportunity  to  de¬ 
positors  to  purchase  homes  by  means  of  monthly  pay¬ 
ments  ;  the  Birkbeck  Share  and  Security  Trust,  which 
purchases  shares  of  stock  for  depositors ;  and  the  Birk¬ 
beck  Property  and  Investment  Trust,  which  purchases 
real  estate  for  its  members.  We  have  not  yet  arrived  at 
this  stage  of  development  of  the  building  and  loan  asso¬ 
ciation  in  America. 

These  building  and  loan  organizations  may  be  made 
not  only  as  safe,  reliable  and  secure  as  the  savings  banks, 
but  much  more  so.  As  a  rule,  however,  the  man¬ 
agers  are  not  trained  in  finance,  but  are  well-informed 
only  in  regard  to  real  estate  and  real  estate  securities. 
I  look  forward  to  great  results  from  investments 
in  life  insurance  in  the  future.  Although  there  is 
no  necessary  connection  between  life  insurance  and 
investment,  yet  there  are  special  advantages  to  be 
derived  from  such  connection  if  made  and  carried 
on  in  the  proper  manner.  If  owners  of  life  insurance 


io8  American  Economic  Association  Hand-Book. 

policies  only  knew  that  their  funds  would  be  much 
more  productive  if  combined  with  the  building  and  loan 
methods,  mixch  profit  would  be  derived  by  them  from 
this  knowledge.  The  policy  holder  should  not  be  al¬ 
lowed  to  withdraw  at  will,  but  if  investment  in  life  in¬ 
surance  were  entirely  separated  from  pure  insurance, 
the  former  would  stand  on  its  own  merits  as  investment. 

There  are  two  sides  to  life  insurance — the  endowment 
and  the  insurance  features.  An  excellent  plan  would  be 
to  decrease  the  pure  insurance  as  the  investment  accum¬ 
ulates.  Life  insurance  is  an  evidence  of  a  high  condition 
of  civilization  and  productive  of  a  great  amount  of  good, 
but  the  system  is  still  susceptible  of  improvement. 

Dr.  C.  W.  Macfarlane  :  The  gist  of  this  whole  ques¬ 
tion  lies  in  the  fact  that  prior  to  1873  workingmen  in¬ 
vested  their  savings  in  the  purchase  of  homes,  while 
they  now  decline  this  form  of  investment  and  insist 
upon  depositing  their  money  in  savings  banks.  Pro¬ 
fessor  Giddings  has  urged  that  new  forms  of  investments 
mu.st  be  devised  that  will  prove  more  attractive  to  this 
class  of  capitalists.  But  how  can  we  hope  to  find  an  in¬ 
vestment  that  will  yield  anything  like  the  return  offered 
them  by  the  owning  of  their  own  homes. 

Take  the  average  deposit  in  .savings  banks  as  given  by 
Mr.  Fairchild,  in  round  numbers  $400.  This  would  be 
about  one-quarter  the  price  of  the  average  workingman’s 
house.  With  this  sum  he  can  readily  negotiate  the  pur¬ 
chase  of  a  home, — I  speak  now  of  Philadelphia  experience 
— which  will  net  him  10  to  15^  on  his  inve.stment  of 
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$400.  These  figures  may  seem  high.  There  is,  how¬ 
ever,  no  difficulty  in  showing  the  return  of  10^  on  a 
perfectly  safe  investment,  provided  he  can  be  sure  of 
employment  within  reasonable  distance  of  his  home. 

How  then  is  it  that  with  a  safe  investment  at  10% 
open  to  him,  he  prefers  a  less  assured  investment  at  3  ? 

Why,  again,  is  it  that  prior  to  1873  he  did  so  invest  his 
money,  while  since  that  date  he  has  increased  his  hold¬ 
ings  in  the  savings  banks  ? 

Here,  it  seems  to  me,  we  come  to  the  root  of  this 
whole  question.  The  industrial  disturbances  and  con¬ 
sequent  uncertainty  of  employment  that  has  prevailed 
.since  1873,  have  made  it  unwise  for  him  to  purchase  a 
home,  while  at  the  same  time  they  have  raised  the  mar¬ 
ginal  utility  of  money  in  a  readily  available  form,  as 
when  deposited  in  a  savings  bank,  subject  to  two  weeks 
call. 

No  devising  of  new  forms  of  investment  will  solve 
the  problem  ;  the  disease — uncertainty  of  employment — 
is  too  deeply  rooted  for  any  such  remedy. 

Mr.  Thomas  L.  Greene :  The  point,  that  faults  in 
debt  financiering  arc  at  the  bottom  of  the  whole  trouble, 
has  not  been  emphasized  enough.  For  example,  in  rail¬ 
road  building,  in  order  that  the  projectors  may  get  profits 
commensurate  to  risk,  they  bond  the  road  to  its  full 
value  or  as  near  thereto  as  they  can,  and  then  take  the 
stock  for  their  pains  or  give  away  the  stock  as  a  bonus 
on  the  sale  of  the  bonds.  But  the  blame  of  such 
methods  lies  largely  with  the  public  which  allows  mer- 
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cantile  firms  to  make  what  profits  they  please  or  are  able 
to  make  and  limits  corporations  to  a  profit  of  5  or 
thereabouts.  There  are  better  ways  to  build  a  railroad  : 
bond  it  for  say,  half  its  value,  and  look  to  the  future  to 
increase  the  total  value  of  the  road. 

Corporations  ought  to  be  allowed  to  realize  a  good 
profit.  It  would  be  better  for  the  community  to  allow 
high  rates  of  dividend  than  to  force  a  corporation  to  pay 
or  on  a  stock  that  is  40^  water.  This  system 
of  paying  a  low  rate  of  dividends  upon  a  much  watered 
stock  is  also  injurious  to  the  best  interests  of  the  pub¬ 
lic,  since  the  corporation  cannot  then  so  easily  cut  down 
this  rate  of  dividend  when  improvements  become 
necessary. 

The  principle  pursued  in  savings  bank  investments  is 
to  place  the  money  in  debts.  The  difficulty  we  labor 
under  is  the  abuse  of  the  principle  of  credit.  A  man 
does  not  take  chances  in  productive  business  when  he  in¬ 
vests  in  a  debt.  Shares  in  corporations  generally  speak¬ 
ing  should  not  be  called  investments.  The  modern 
business  man  cannot  carry  on  his  business  at  all  without 
running  into  debt.  The  point  to  be  insisted  upon  is 
that  borrowing  must  cease  when  still  on  the  safe  side 
of  the  enterprise.  The  improvement  regarding  build¬ 
ing  and  loan  associations  lies  mainly  along  the  line  of 
getting  the  participation  in  their  management  of  men 
of  affairs  and  financiers.  The  standard  of  managers 
has  not  been  high  enough. 

Abuse  of  the  power  of  loaning  or  borrowing  money 
is  largely  at  the  bottom  of  the  present  discontent.  The 
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West  evidently  believes  that  part  of  the  loss  due  to 
failure  of  crops  ought  to  be  put  upon  the  lender  of 
money. 


Mr.  Thomas  G.  Shearman  :  I  think  that  the  unwill¬ 
ingness  of  the  public  to  allow  railroads  to  pay  handsome 
dividends  has  been  over-stated.  I  know  of  no  public 
sentiment  anywhere,  which  would  not  allow  them  to 
pay  more  than  6^  upon  an  actual  investment.  Many 
roads  have  in  fact  paid  \o^/o  dividends  on  their  stock, 
continuously,  without  complaint  from  the  public. 

What  enlightened  public  sentiment  ought  to  object  to 
is  the  giving  to  corporations,  for  nothing,  valuable  fran- 
chi.ses  upon  public  highways,  and  other  public  property. 
The  state  ought  to  remain  the  ultimate  owner  of  such 
franchises,  leasing  them  only  for  a  term  of  years  to  the 
highest  bidder.  Such  franchises,  moreover,  are  not 
taxed  at  all  in  proportion  to  their  real  value.  Indeed 
street  railroad  franchises,  which  constitute  frequently 
75  ^/o  of  the  entire  value  of  the  corporate  property,  and 
always  constitute  the  whole  of  the  stock  value,  are  iu 
general  not  taxed  at  all. 

To  return,  however,  to  the  remarks  of  Mr.  Fairchild, 
it  is  true  that  there  has  been  an  unfortunate  increase  of 
mortgage  debt  in  this  country,  to  the  discotiragement  of 
investment  in  direct  enterpri.se.  It  is  true  also  that  a 
premium  is  put  upon  mortgages,  by  our  savings  bank 
system,  under  which  such  banks  are  hardly  allowed  to 
invest  in  anything  else.  It  would  have  been  much  bet¬ 
ter  for  the  railroads  themselves  if  they  had  never  been 
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permitted  to  mortgage  their  property,  but  had  been  con¬ 
fined  to  the  issue  of  debenture  stock.  This  is  the 
general  rule  in  England,  where  it  has  worked  very  well ; 
but  it  would  probably  be  impossible  now  to  adopt  such 
a  rule  in  this  country.  Meanwhile  no  prudent  investor 
of  trust  funds  would  ever  put  them  into  stock,  which 
might  at  any  time  be  entirely  wiped  out  by  the  un¬ 
limited  authority  of  directors  to  issue  mortgages. 

The  liability  of  savings  banks  to  be  called  upon  sud¬ 
denly  for  deposits,  which  led  to  a  severe  stringency  in 
money  last  October,  might  be  largely  cured  by  savings 
banks  allowing  higher  interest  on  deposits  made  for 
definite  terms  of  six  months  or  more,  than  on  those  for 
short  terms. 

The  immense  increase  of  savings  bank  deposits  is  not 
conclusive  evidence  of  general  prosperity.  Nine-tenths 
of  their  deposits  and  depositors  are  found  in  the  North 
Atlantic  States,  Chicago  and  San  Francisco.  There  are 
nominally  more  depositors  in  Massachusetts  than  the 
whole  number  of  adult  males  in  the  state.  The  fact  is, 
of  course,  that  deposits  are  duplicated  in  immense  num¬ 
bers  ;  and  the  nominal  5,000,000  savings  bank  depositors 
do  not  represent  as  many  as  3,000,000  different  persons. 
These  deposits  are  constantly  paraded  as  being  the  sav¬ 
ings  of  workingmen  ;  but  by  far  the  greater  part  of  these 
deposits  are  probably  not  made  by  persons  w'ho  are  de¬ 
pendent  for  their  living  upon  their  daily  labor.  Great 
numbers  of  well-to-do  families  keep  several  accounts  in 
saving  banks.  Most  people  would,  in  the  long  run,  be 
better  off  if  they  deposited  all  their  savings  in  such 
banks. 
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Mr.  H.  T.  Newcomb:  I  cannot  agree  with  the  last 
speaker.  The  only  adequate  cause  that  can  be  assigned 
for  the  “  Granger  ”  legislation  is  the  belief,  once  com¬ 
mon  among  the  people  of  the  West,  and  particularly 
those  occupied  in  agricultural  pursuits,  that  railway 
profits  were  too  high  and  represented  extortionate 
charges  for  transportation  services.  This  difficulty  was 
largely  brought  upon  the  railways  by  their  own  dishon¬ 
est  but  frequent  practice  of  borrowing  money  to  pay, 
mainly  to  non-resident  stockholders,  unearned  dividends, 
often  as  high  as  10^  per  annum. 

That  a  popular  prejudice  against  what  are  considered 
too  high  returns  upon  the  capital  of  corporations  exists, 
is  also  shown  by  the  frequent  classification  of  railways,  in 
ma.ximum  rate  legislation,  according  to  their  gross  earn¬ 
ings  per  mile,  with  permission  to  make  higher  charges 
o  those  showing  the  lower  average  ;  also  by  provisions 
in  charters  limiting  rates  of  dividends. 

Professor  C.  S.  Walker  :  It  is  not  difficult  to  see  why 
so  many  persons  prefer  to  invest  in  industrial  stocks 
rather  than  deposit  in  savings  banks.  It  is  becatxse  of 
apparent  chances  of  increased  return  in  the  former  in¬ 
vestment  over  the  latter.  Unfortunately  the  element  of 
safety  is  not  taken  account  of  in  the  way  it  should  be. 

It  is  easy  to  understand  the  methods  pursued  in  the 
manipulation  of  a  very  successful  business.  The  pri¬ 
vate  firm  finding  it  has  made  a  large  profit  and  under¬ 
standing  that  as  soon  as  this  becomes  widely  known, 
other  competitors  will  enter  the  field  and  so  lower 
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profits,  capitalizes  the  business  reorganized  as  a  corpor¬ 
ation,  at  an  increased  valuation,  sells  the  stock,  easily 
floated  owing  to  the  dividends  that  can  be  paid  on  it, 
and  then  sells  out,  realizing  immediately  the  highest 
possible  returns  to  be  had  by  continuing  in  the  business 
for,  say  ten  years,  taking  for  granted  that  the  high  rate 
of  profit  realized  at  the  beginning  will  continue.  Such 
manipulation  is,  however,  a  source  of  danger  to  the  in¬ 
vestor. 

Why  savings  banks  contain  so  much  capital  in  Massa¬ 
chusetts  is  at  once  understood  when  we  are  told  that 
such  deposits  pay  little  or  no  taxes,  while  most  other 
capital  pays  $15  per  thousand  dollars. 

Dr.  E.  R.  h-  Gould :  The  heart  of  this  matter  was 
touched  when  the  point  was  made  that  the  present  diffi¬ 
culties  are  largely  due  to  the  inordinate  amount  of  busi¬ 
ness  done  and  investments  made  in  debts,  after  taking 
into  account  the  indebtedness  absolutely  necessary  in 
the  carrying  on  of  productive  businesses  under  modern 
economic  conditions. 

The  real  reason  for  comparative  decline  of  investments 
in  building  and  loan  associations,  a  fact  which  has  just 
been  adverted  to,  is  that  workingmen  are  feeling  that 
these  associations  are  good  for  the  lender,  but  dear  for 
the  borrower.  There  is  a  measure  of  truth  in  this,  for 
the  associations  often  divide  abnormal  profits  due  to 
premiums,  high  rates  of  interest,  forfeitures,  etc.  I  am 
connected  with  the  New  York  City  and  Suburban 
Homes  Company,  which  is  a  business  corporation  in- 
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tending  to  pay  5  in  investments  while  carrying  on  the 
philantrophic  work  of  erecting  model  tenements  and 
suburban  homes  for  laborers.  Shares  in  the  company 
have  beeu  put  at  $10  apiece  in  order  to  induce  the 
masses  to  invest  in  this  safe  company  rather  than  in 
wildcat  speculations.  The  first  million  dollars  were 
subscribed  during  the  past  three  weeks  and  73  ^  of  the 
stockholders  hold  less  than  $500  worth  of  stock  apiece. 
It  is  perfectly  possible,  as  this  case  shows,  to  attract  the 
savings  of  the  masses  towards  institutions  with  the 
proper  men  at  the  head  who  will  be  trusted  by  the  peo¬ 
ple.  When  the  people  feel  that  an  investment  is  every 
bit  as  safe  as  a  savings  bank  deposit,  while  better  inter¬ 
est  is  at  the  same  time  offered,  they  will  naturally  place 
their  money  where  it  will  bring  in  to  them  the  largest 
returns. 

Mr.  Horace  White :  I  think  there  is  much  to  be  said 
in  favor  of  the  restrictions  which  the  law  throws  around 
the  investments  of  savings  banks  although  these  may 
be  carried  to  an  extreme.  Men  w'ho  handle  millions 
often  lose  their  heads.  Everything  they  touch  becomes 
cotdeur  de  rose.  Look  at  the  great  railroads  and  “  in¬ 
dustrials”  that  lie  prostrate  to-day.  You  heard  a  gentle¬ 
man  say  just  now  that  if  he  had  put  all  his  money  in 
savings  banks  six  years  ago  he  would  be  worth  $4oo,cxx) 
more  than  he  is  today.  If  I  had  put  all  of  my  surplus 
in  savings  banks  at  3^^  interest,  from  the  time  when  I 
began  to  have  a  surplus,  I  would  be  a  richer  man  than 
I  am.  Since  the  main  object  of  savings  banks  is  sav- 
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ing,  rather  than  interest,  I  repeat  that  there  is  much  to 
be  said  for  legal  restrictions  on  their  investments. 

Mr.  Fairchild  :  I  find  it  difficult  to  reconcile  what 
Mr.  White  has  just  said  with  his  usual  position  upon 
these  questions  of  the  relation  of  government  to  the  in¬ 
dividual. 

In  my  opinion,  government  protection  often  goes  too 
far,  rather  than  not  far  enough.  At  the  same  time  the 
government  has  omitted  its  greatest  opportunity  to  safe¬ 
guard  the  interests  of  investors  when  it  has  allowed  cor¬ 
porations  to  go  beyond  the  limits  of  prudence  in  the 
contracting  of  debts.  Perhaps  the  best  thing  the  gov- 
epiment  could  do  in  the  way  of  safeguard,  is  to  prohibit 
bonded  indebtedness.  Would  there  not  be  a  more  hope¬ 
ful  outlook  for  the  future  if  this  had  been  done  long 
ago?  On  the  contrary,  governments,  national,  state 
and  municipal,  have  .really  encouraged  and  fostered  the 
growth  of  corporate  indebtedness  by  aiding  the  con¬ 
struction  of  railroads  and  other  improvements  demand¬ 
ing  vast  amounts  of  borrowed  money  for  their  creation, 
where  such  constructions  were  not  needed  and  where, 
in  consequence,  there  could  be  no  return  to  the  investor 
in  these  undertakings,  and  which  from  the  nature  of  the 
case  had  to  end  in  failure,  loss  and  ruin. 
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Discussion. — The  Duty  of  the  Government  To¬ 
ward  THE  Investor. 

THESES  FORMULATED  BY  THE  LEADER,  PROFESSOR  ARTHUR  T.  HADLEY,  VALE 
UNIVERSITY. 

1.  The  application  to  modern  corporate  business  of  legal  traditions 
established  in  the  days  of  smaller  industrial  operations,  results  in 
practices  which,  while  not  technically  fraudulent,  have  an  effect  on 
the  investor  analogous  to  that  of  commercial  frauds. 

2.  (a)  Some  of  these  practices  can  be  prevented  by  statutes  provid¬ 
ing  for  publicity  of  accounts. 

(b)  Others  can  be  prevented  by  the  prohibition  of  director’s 
contracts. 

(c)  Neither  of  these  interferences  in  behalf  of  the  investor  would 
be  likely  to  do  any  harm  at  all  proportionate  to  the  good  to  be  ex¬ 
pected  from  it. 

3.  Still  other  evils  can  be  prevented  by  imposing  on  the  promoters 
of  new  enterpises  a  special  liability,  civil  and  criminal,  for  the  correct¬ 
ness  of  their  representations  ;  and  in  this  case  also  the  balance  of  good 
over  evil  which  might  be  expected  from  a  change,  though  less  clear 
than  in  the  two  former  instances,  seems  sufficient  to  warrant  a  move¬ 
ment  in  its  favor. 

Professor  Hadley  :  Some  of  the  theses  which  were  to 
be  considered  this  afternoon  have  been  examined  this 
morning.  In  order  to  narrow  the  discussion  I  shall  de¬ 
vote  my  attention  more  especially  to  the  third  of 
the  printed  theses;  that  is,  the  one  declaring  that 
certain  dangers  to  which  investors  in  modern  cor¬ 
porations  are  subject  can  be  prevented  by  imposing  on 
the  promoters  of  new  enterprises  a  special  liability,  civil 
and  criminal,  for  the  correctness  of  their  representations, 
and  that  the  balance  of  good  over  evil  which  might  be 
expected  from  such  a  change  warrants  a  movement  in 
its  favor. 
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There  has. been  a  tendency  throughout  the  history  of 
jurisprudence  to  make  the  investor  look  more  and  more 
to  things  for  security  than  to  persons.  But  with  the  mod¬ 
ern  growth  of  large  corporations  it  has  become  a  vital 
matter  to  put  more  responsibility  upon  the  persons 
directing  the  corporation’s  affairs. 

It  is  an  important  question  whether  the  directors  of  a 
corporation  are  to  be  looked  upon  as  the  trustees  or  as 
the  agents  of  the  investors  ?  If  as  the  agents,  then  the 
investors  are  much  more  limited  as  to  their  rights  than 
if  the  directors  are  trustees.  It  has  been  generally  held 
in  this  country  that  directors  are  agents  ;  and  according 
to  this  bond-holders  do  not  rely  at  all  upon  the  personnel 
of  the  management  to  satisfy  their  claims  but  upon  the 
prbperty  of  the  corporation.  But,  in  fact,  directors  differ 
from  agents  in  that  directors  are  elected  by  those  who 
cannot  exercise  constant  supervision  over  them,  while 
agents  are  appointed  by  those  who  can.  Under  these 
conditions,  directors  can  diminish  the  property  of  the 
stockholders  to  almost  any  extent  they  may  wish,  being 
entirely  beyond  control  of  the  stockholders  during  the 
time  for  which  they  were  elected  to  act  as  agents  of  the 
stockholders.  So  also  have  these  directors  the  power  to 
diminish  to  a  very  great  extent  the  property  upon  which 
bond-holders  depend  for  repayment  of  their  loans. 

How  can  these  evils  be  remedied  ?  One  way  is  by 
making  possible  for  stockholders  and  bondholders  to 
know  what  is  being  done  ;  that  is,  by  publicity.  There 
ought  to  be  a  publication  from  time  to  time  of  the  af¬ 
fairs  of  all  corporations,  and  these  reports  ought  to  be  so 
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published  as  to  be  easily  understood  by  the  ordinary  in¬ 
vestor.  The  government  ought  also  to  make  careful  in¬ 
vestigations  into  the  affairs  of  certain  kinds  of  corpora¬ 
tions  and  publish  the  results.  Savings  bank  deposits, 
life  insurance,  etc.,  are  so  protected ;  and  it  is  unfortunate 
that  these  preferential  advantages  are  not  accorded  to 
investors  generally. 

In  the  second  place,  many  of  the  present  evils  in 
modern  corporations  are  traceable  to  the  practice  of  di¬ 
rectors  in  converting  money,  belonging  to  the  company, 
to  their  own  uses.  For  instance,  directors  may  award 
to  themselves  a  contract  to  do  work  for  $1,000,000 
which  costs  but  $500,000,  at  corresponding  loss  to  the 
stockholders  or  bondholders.  The  remedy  for  this  evil 
is  to  have  a  law  prohibiting  all  directors  from  making 
contracts  with  themselves,  which  -would  prevent  them 
from  using  the  company’s  money,  and  would  thus  place 
them  practically  in  the  position  of  trustees  instead  of 
agents..  Where  this  system  would  prevent  the  making  of 
one  good  contract,  it  would  probably  prevent  the  mak¬ 
ing  of  a  thousand  evil  ones.  In  England  a  director  is 
practically  a  trustee ;  and  the  principle  has  worked  ex¬ 
tremely  well. 

Another  way  in  which  present  evils  might  be  miti¬ 
gated  would  be  through  the  system  in  use  in  parts  of 
continental  Europe.  This  is  by  means  of  placing  in¬ 
creased  responsibility  upon  promoters.  Many  disasters 
and  wrongs  have  arisen  from  the  too  great  facility 
afforded  to  the  promotion  of  unsound  enterprises,  the 
directors  of  which  have  not  been  held  responsible  for  the 
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ruin  they  caused.  In  Germany  the  promoters  of  new 
enterprises  are  subject  to  special  responsibilities  during 
a  certain  period  that  may  be  called  the  period  of  incu¬ 
bation.  During  this  time  they  are  required  to  carry  out 
the  promises  that  they  make  in  their  prospectuses  under 
penalty  of  special  liability.  The  enterprises  during  this 
period  of  probation  are  under  a  high  degree  of  admin¬ 
istrative  oversight.  At  the  end  of  this  period,  the  ac¬ 
counts  are  verified  and  if  found  correct,  the  promoters 
and  stockholders  are  released  from  special  liability  and 
the  liability  of  all  concerned  is  limited. 

Unfortunately  we  in  the  United  States  have  suffered 
from  the  belief  that  we  have  had  too  few  corporations  ; 
and  we  see  now,  too  late,  that  we  have  too  many.  Our 
law  ought  to  advance  in  limiting  the  power  and  increas¬ 
ing  the  responsibilities  of  directors,  as  well  as  by  hold¬ 
ing  promoters  legally  responsible  for  offering  indixce- 
ments  to  investors  which  the  promoters  never  intend  to 
fulfill  and  indeed  are  often  quite  unable  to  fulfill. 

Mr.  Skipwith  Wilmer :  Docs  the  government  owe 
any  duty  to  investors  in  corporate  securities,  more  than 
to  the  holders  of  any  other  kind  of  property  ? 

If  it  does,  it  must  be  because,  the  corporation  being 
the  creature  of  the  state,  the  right  to  control  carries 
with  it  a  corresponding  obligation. 

How  far  could  interference  on  the  part  of  the  state 
avert  the  heavy  losses  which  constantly  occur  through 
investment  in  corporate  securities? 

These  losses  will  be  found  to  be  due  generally  to  one 
or  more  of  the  following  causes  : 
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1.  A  mistake  in  the  enterprise  itself.  A  corporation 
has  no  intelligence  except  that  of  the  managers,  and  no 
government  supervision  can  supply  the  want  of  com¬ 
mon  sense  and  business  capacity. 

2.  Over-capitalization,  by  which  the  business  of  the 
corporation  is  expected  to  earn  interest  on  money  that 
was  never  invested. 

3.  The  inability  of  the  owners  of  the  property  to  con¬ 
trol  the  management,  and  lack  of  a  proper  feeling  of 
responsibility  on  the  part  of  the  managers  to  the  owners. 

It  often  happens  that  the  beneficial  ownership  of  the 
property  is  fully  represented  by  the  bonded  debt  and 
that  the  stock  which  controls  the  corporation  is  held  by 
those  who  have  but  a  small  interest  in  the  property. 
To  this  cause  more  than  any  other  is  attributable  the 
recklessness  with  which  managers  of  corporations  have 
embarked  in  enterprises  which  have  brought  so  many 
of  them  into  insolvency. 

To  these  may  be  added  as  additional  causes  of  em¬ 
barrassment  and  loss  to  those  interested  in  corporate 
securities : 

4.  The  difficulty  of  enforcing  the  rights  of  creditors 
of  corporations  through  the  ordinary  machinery  of  the 
courts. 

5.  The  wrongful  and  demoralizing  interference  with 
corporate  rights  by  legislative  bodies,  not  in  the  interest 
of  the  public  or  the  security  holders,  but  as  a  means  of 
extorting  money  for  those  who  traffic  in  legislation. 

To  remedy  in  part  these  evils,  the  government 
might  very  properly  prescribe  that  the  ostensible  capital 
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of  a  corporation  should  correspond  to  its  actual  capital. 
No  action  should  be  taken  which  would  lead  investors 
to  think  that  the  state  proposes  to  relieve  them  from 
the  necessity  for  vigilance,  but  the  state  can  insist  that 
reports  shall  be  made  according  to  established  forms, 
and  directors  of  the  companies  should  be  made  responsi¬ 
ble  for  the  accuracy  of  such  reports. 

If  to  this  is  added  a  system  of  regular  inspection  of 
accounts  by  a  public  officer  and  a  publication  of  his  re¬ 
port,  it  is  probable  that  the  government  will  have  done 
as  much  as  could  be  expected. 

Some  action  ought  to  be  taken  to  protect  the  corpo¬ 
rations  from  the  unwarranted  attacks  that  are  made 
upon  them  by  legislative  bodies.  Unless  the  charges 
which  are  openly  made  in  the  public  press  are  untrue, 
there  is  not  a  session  of  the  Legislature  in  those  states 
where  the  great  trunk  lines  are  located,  where  the  rail¬ 
road  companies  are  not  compelled  to  pay  heavily  to 
avert  hostile  legislation.  The  money  so  paid  comes 
out  of  the  stockholders,  and  it  is  demoralizing  alike  to 
the  men  who  disburse  it  and  to  those  who  receive  it. 
No  system  for  the  protection  of  corporate  investors 
will  be  complete  which  will  not  provide  some  means  to 
prevent  the  pillage  of  the  corporation  by  those  who 
have  gotten  the  control  of  the  powers  of  the  state. 

Hon.  Charles  S.  Fairchild  :  It  was  at  one  time  my 
duty,  as  attorney-general  for  the  state  of  New  York,  to 
take  an  active  part  in  closing  up  the  affairs  of  many 
corporations  of  various  kinds,  and,  in  some  cases,  to  have 
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the  directors  sent  to  state  prison.  All  this  occurred  long 
after  the  system  of  government  supervision  and  inspec¬ 
tion  came  into  existence.  This  system,  experience  has 
shown,  has  been  but  a  delusion  and  a  trap,  to  ensnare 
investors  who  relied  upon  a  government  protection  of 
their  interests  which  did  not  in  fact  exist. 

Twenty  years  ago,  therefore,  I  held  that  the  most  ad¬ 
visable  thing  to  be  done  in  this  matter  was  for  the  gov¬ 
ernment  to  make  no  examinations  whatever  into  the  af¬ 
fairs  or  condition  of  corporations,  but  to  require  from 
them  detailed  reports  in  intelligible  form,  and  then  to 
hold  to  a  strict  money  aixl  criminal  liability  all  those 
who  were  responsible  for  the  reports,  at  the  same  time 
permitting  no  statute  of  limitations  to  operate  in 
the  case  of  such  liability.  I  am  not  now  inclined  to 
modify  these  views  in  any  particular.  The  government 
has  done  a  positive  wrong  by  pretending  to  do  that 
which  it  not  only  did  not  do,  but  which  it  could  not  do. 
Corporations’  accounts  are  easily  manipulated  by  dis¬ 
honest  officers,  and  the  honesty  of  administration  lies 
entirely  with  the  men  who  are  the  managers  of  the  en¬ 
terprises. 

Under  the  most  rigid  of  our  systems  of  government 
examination  it  is  an  easy  thing  for  the  managers  of  any 
corporation  to  wreck  it  between  the  dates  of  two  such 
investigations.  And  again,  not  only  is  it  very  easy  to 
deceive  expert  examiners,  but,  alas !  it  is  only  too  true 
that  it  has  been  pos.sible  in  some  cases  to  corrupt  the 
examining  officers.  It  is  but  a  poor  protection  to  lay  upon 
the  government  this  whole  burden  of  keeping  directors 
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honest.  After  all,  we  must  depend  more  upon  ourselves 
and  upon  the  character  and  ability  of  the  men  with 
whom  we  deal  than  upon  the  government. 

After  1873  the  failure  of  the  government  to  carry  out 
what  had  been  expected  of  it  in  this  respect  so  shook  the 
popular  faith  in  the  ability  of  the  government  to  do 
what  it  announced  that  it  has  not  even  yet  entirely  re¬ 
covered  its  former  position  in  the  public  regard. 

Let  general  laws  be  enacted  to  provide  for  publicity 
regarding  corporate  affairs,  but  do  not  depend  for  their 
truth  upon  occasional  governmental  examinations,  but 
rather  upon  the  ability  and  good  faith,  as  well  as 
the  responsibility,  of  those  who  manage  them. 

Mr.  Hamilton  S.  Corwin :  A  large  portion  of  my  pro¬ 
fessional  practice  is  the  examination  of  railroad  proper¬ 
ties  for  investors.  I,  therefore,  speak  from  the  standpoint 
of  that  class  whose  means  have  built,  developed  and,  in 
some  instances,  now  maintain  the  railroad  system  of  this 
country.  The  managers  to  whose  hands  this  enormous  in¬ 
vestment  is  entrusted,  are  in  the  main  honest,  and  those 
who  handle  the  accounts  are  generally  hard  working  and 
conscientious  in  the  carrying  out  of  their  duties. 

Although  it  is  said  that  figures  cannot  lie,  yet  figures 
in  connection  with  misapplied  words  are  frequently  the 
means  of  gross  misrepresentation  of  the  actual  conditions 
of  railroad  property.  Nor  are  such  misrepresentations 
always  the  result  of  actual  dishonesty  in  accounting,  but 
are  due  in  many  cases  to  honest  differences  of  opinion 
regarding  the  application  of  certain  terms  and  forms  used 
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ill  accounting.  Expediency  also  frequently  colors  the 
annual  report  of  a  railroad,  and  this  with  differences  in 
methods  of  accounting  make  a  fair  comparison  of  the 
real  status  of  different  railroads  impossible.  Thus  on  the 
one  hand  we  see  a  road  prosperous  under  operating  ex¬ 
penses  of  75  per  cent,  of  gross  earnings,  and  its  neighbor, 
less  scrupulous  in  its  methods,  going  into  bankruptcy 
while  apparently  operating  at  60  per  cent.  Such  things 
are  due  to  the  diversities  in  the  methods  of  railroad  ac¬ 
counting  and  show  the  necessity  of  uniformity  of  nomen¬ 
clature  and  classification. 

Some  railroads  include  in  miscellaneous  earnings  items 
which  should  be  credited  to  income  from  sources  other 
than  the  operation  of  the  road  or  that  clearly  should  be 
credited  to  constructive  account.  Numerous  instances 
might  be  given  of  the  abuse  or  misuse  of  balance  sheet 
captions,  showing  that  roads  frequently  carry  on  these 
sheets  as  assets  accounts  of  an  exceedingly  doubtful  or 
entirely  worthless  character  in  the  form  of  advance  to 
their  insolvent  allies.  The  official  vocabulary  of  account¬ 
ing  should  be  carefully  considered,  fnlly  amplified  by  ex¬ 
planatory  notes,  and  then  rigidly  adhered  to  at  all  times 
and  in  all  reports.  With  all  accounts  carefully  classified 
officially,  with  a  recognized  authority  such  as  the  Inter¬ 
state  Commerce  Commission  to  decide  points  requiring 
interpretation  and  to  rigidly  enforce  compliance,  it  would 
be  entirely  practicable  to  establish  uniformity  in  railroad 
accounting,  and  the  intelligent  investor  would  thereby 
have  his  interests  well  protected. 
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Professor  Wm.  W.  Folwell :  The  new  attitude  of 
jurisprudence  to  a  new  industrial  situation  is  after  all 
the  important  thing.  It  is  not  merely  new  laws  which 
are  needed  for  the  protection  of  investors ;  it  is  also  the 
better  administration  of  existing  law.  Our  courts  ought 
not  to  permit  the  plunder  of  stockholders  and  creditors 
by  receivers  and  their  attorneys. 

Some  laws  ought  to  be  repealed.  Such,  for  instance, 
as  the  one  regarding  the  struck  jury  in  a  certain  state 
under  which  wealthy  corporations  systematically — so  it 
is  charged — pack  juries. 

Corporations  are  the  creatures  of  law,  and  the  law 
ought  to  be  powerful  enough  to  protect  the  community 
against  its  creature. 

New  legislation  should  be  directed  to  such  ends  as 
these:  First,  the  abolition  of  fictitious  capital  upon 
organization.  This  is  partially  effected  in  our  state  by 
a  registration  fee. 

Second,  a  limit  to  the  powers  as  enumerated  in 
articles  of  incorporation.  In  some  states  these  are  pur¬ 
posely  made  so  comprehensive  that  “  ultra  vires  ”  can¬ 
not  be  suggested. 

Third,  the  regulation  of  stock-watering  of  the  civil 
service  reform  principle  in  the  postal  establishment. 

Fourth,  popular  loans,  not  only  by  the  general  gov¬ 
ernment,  but  by  states  and  municipalties. 

Fifth,  compulsory  insurance  of  workingmen. 

Through  such  agencies  the  common  people  may 
safely  bestow  their  savings  and  sleep  without  apprehen¬ 
sion  of  possible  lass. 


The  Duty  of  the  Government  Toward  the  Investor.  1 27 

The  main  reliance,  however,  of  investors,  whether 
rich  or  poor,  must  be  on  themselves  and  their  own  judg¬ 
ments.  How  to  save  and  invest  should  be  a  part  of  the 
education  of  youth.  All  must  learn  to  recognize  and  to 
beware  of  “  the  voice  of  the  charmer,  charm  he  never  so 
wisely.” 

Mr.  Theodore  Marburg:  It  naturally  occurs  to  me 
that  uuderlying  the  whole  question  of  state  interference 
for  the  protection  of  the  investor  in  corporate  securities 
is  the  question  of  pure  politics.  This  fact  is  brought 
out  forcibly  by  a  glance  at  comparative  institutions  and 
their  workings. 

In  England,  France,  and  Germany,  for  example,  we 
find  that  three  ver>'  different  types  of  municipal  organ¬ 
izations  exist.  In  England,  the  council  governs  the  city, 
the  mayor  simply  presiding  at  municipal  functions  ;  he 
has  no  initiative  and  no  vote.  In  France  the  “  pr^fet,  ” 
appointed  by  the  central  government  is  the  local  tyrant 
over  the  municipalities  in  his  department.  In  Ger¬ 
many  we  find  much  power  vested  iu  the  burgomaster 
who  has  a  life  tenure  of  his  office  which  has  frequently 
come  down  in  his  family,  and  who  is  transferred  from 
smaller  to  larger  cities  when  he  shows  himself  to  be  a 
man  of  parts. 

Under  all  of  these  systems  we  have  admirable  munic¬ 
ipal  government,  and  why  ?  Because  there  is  the  sense  of 
civic  duty  in  the  people  and  the  tradition  of  leaving  the 
government  in  the  hands  of  the  better  classes. 

The  point  I  desire  to  emphasize  is  that  instances  of 
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foreign  action,  such  as  those  cited  by  Professor  Hadley, 
can  be  of  but  little  use  to  us  until  we  arrive  at  a  degree 
of  purity  in  politics  which  will  at  least  enable  us  to 
carry  out  the  laws  we  may  enact. 

Professor  L.  S.  Rowe  :  I  wish  to  call  attention  to  the 
very  important  question  raised  by  Professor  Hadley  re¬ 
garding  the  attitude  of  the  English  and  American  courts 
towards  promoters  and  directors  of  corporations.  Our 
courts  have  developed  the  doctrine  of  trustee-ship  of  such 
officers  to  quite  the  same  extent  as  the  English  courts. 
The  question  resolves  itself  into  one  of  commercial 
ethics  rather  than  of  positive  law.  Our  legal  machinery 
is  adequate  to  enforce  individual  responsibility  provided 
it  is  reenforced  by  a  strong  public  opinion  and  a  code  of 
commercial  morality  higher  than  that  which  character¬ 
izes  our  present  corporate  methods.  The  business  world 
in  the  United  States  must  become  as  sensitive  to  the 
evils  of  corporate  management  and  malfeasance  as  it  is 
in  England.  The  forces  which  will  mark  permanent 
change  in  this  respect  lie  in  the  field  of  social  ethics 
rather  than  in  that  of  jurisprudence. 

Professor  F.  W.  Taussig :  The  main  conditions  of 
the  present,  we  may  expect,  will  continue  in  the  future. 
We  shall  probably  see  the  same  rapid  increase  of  capi¬ 
tal  seeking  investment,  the  same  ease  in  securing  capital 
for  new  enterprises,  the  same  optimism  as  to  possible 
profits,  the  same  succession  of  periods  of  activity  and 
depression.  The  opportunities  for  manipulation  and 
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fraud  will  continue  to  exceed ;  possibly  mitigated  by 
law,  but  not  likely  to  disappear  for  a  long  time. 

Under  these  circumstances,  one  factor  of  great  im¬ 
portance  must  be  the  current  code  of  morality  and  the 
current  state  of  public  opinion  in  the  business  world. 
Ill  this  regard,  there  is  room  for  great  improvement,  and 
as  yet,  I  fear,  little  cause  for  pride  or  rejoicing.  It  is 
true  that  we  have  much  faithful  and  devoted  manage¬ 
ment  by  the  directors  and  trustees  of  property  intrusted 
to  their  care.  But  we  have  also  much  flagrantly  dis¬ 
honest  management ;  and  it  is  not  so  common  that  the 
finger  of  scorn  is  pointed  •  at  the  dishonest  man.  Our 
business  morality  I  fear,  is  not  so  high  as  that  of  the 
English  or  Germans,  and  no  higher  than  that  of  the 
French.  Men  who  emerge  from  wrecked  corporations 
as  millionaires,  retain  their  places  in  social  life,  hold 
their  places  in  the  clubs,  and  are  not  made  to  feel  that 
their  every-day  associates  condemn  them.  We  need  a 
wider  diffusion  of  education,  a  higher  standard  of  honor, 
a  more  hearty  appreciation  of  faithful  service,  and  a  more 
open  scorn  for  known  or  veiled  dishonesty. 

Mr.  T.  L.  Greene :  A  practical  difficulty  that  lias 
been  overlooked  in  this  discussion  is  that  of  getting 
capable  and  trained  men  to  serve  as  directors.  In  Eng¬ 
land  there  is  a  leisure  class  containing  men  who  are 
glad  to  serve  as  directors  on  account  of  the  honor  and 
position  attaching  to  the  office.  There  is  no  such  class 
in  our  country.  Men  object  to  serve  as  directors  with¬ 
out  adequate  remuneration,  direct  or  indirect.  Some 
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application  of  the  system  of  paid  directors  might  work 
well  in  America.  If  men  are  induced  to  accept  director¬ 
ships,  they,  in  many  cases,  do  not  actively  engage  in  the 
management  of  the  corporation. 

Professor  C.  S.  Walker :  If  men  sell  cows  which  they 
know  to  be  infected  with  tuberculosis,  those  men  are 
dishonest.  So  are  those  who  sell  railroad  stocks  at  100 
when  they  know  them  to  be  worth  less  than  50.  Pub¬ 
lic  opinion  condemns  the  sellers  of  diseased  cows  but 
not  the  sellers  of  poor  securities  which  seem  good. 

The  law  ought  to  prohibit  the  payment  by  railroads 
and  other  corporations  of  dividends  out  of  borrowed 
money  as  a  means  of  inflating  the  value  of  stocks  and 
bonds.  But  what  we  need  more  than  laws  is  a  higher 
state  of  business  morality  and  a  general  application  of 
the  commandment,  “  Thou  shalt  not  steal.” 

Professor  John  F.  Crowell :  The  state  has  hitherto 
had  a  pecuniary  interest  in  increasing  the  number  of 
corporations,  because  of  the  revenue  derived  from  taxa¬ 
tion  of  corporations  chartered.  In  one  of  our  states 
(New  York)  in  the  course  of  70  years  there  were 
chartered  over  1600  railway  companies.  Many  of  them 
were  lost  sight  of  thereafter — no  one  knowing  how  many 
investors  suffered  thereby.  Another  state  (New  Jersey) 
gets  a  large  proportion  of  her  revenue  from  corporation 
taxes.  Hence  it  is  to  the  interest  of  the  state  charter¬ 
ing  to  increase  the  number  of  corporations.  But  this 
policy  is  shortsighted,  because  the  state  pays  little  or  no 
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attention  to  the  extent  to  which  these  corporations  are 
using  the  privileges  granted  them — she  milks  them,  but 
cares  little  on  whose  pasture  they  feed.  Here  the  state 
is  guilty  of  a  patent  dereliction  of  duty  to  the  investor. 
I  do  not  think  that  any  of  our  states  have  gone  to  the 
full  length  of  what  they  can  and  ought  to  do  under 
existing  laws  to  preserve  the  investor  from  corporate 
irresponsibility. 

Professor  Sidney  Sherwood:  Under  present  indus¬ 
trial  conditions  there  seems  to  be  a  tendency,  spreading 
more  and  more,  towards  the  investment  of  capital  in  en¬ 
terprises  having  a  corporate  form  of  organization.  It 
appears  to  me  that  this  tendency  ought  to  be  encouraged 
if  such  forms  of  investment  can  be  made  safe  and  secure 
for  the  investor.  But  with  the  growth  of  such  forms  of 
enterprise  responsibility  will  tend  to  become  more  and 
more  divided  owing  to  the  same  men  serving  as  directors 
in  different  corporations. 

Such  division  of  responsibility  will  lead  a  way,  per¬ 
haps,  to  an  increase  of  the  present  evils  of  corporate  or¬ 
ganization.  How  to  prevent  malfeasance  in  office  on 
the  part  of  directors  and  how  to  fix  the  responsibility 
when  individuals  have  misused  the  corporate  power,  are 
questions  as  yet  unsolved.  It  has  been  suggested  that 
public  opinion  can  punish  the  guilty  parties,  but  under 
a  condition  of  divided  responsibility,  it  will  be  a  grave 
task  to  determine  who  the  guilty  ones  are,  and  public 
opinion  may  be  too  ready  to  punish  on  insufficient  evi¬ 
dence. 
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* - :  The  reason  that  small  investors 

prefer  savings  banks  to  other  forms  of  investment  is 
because,  as  has  been  clearly  shown  by  this  afternoon’s 
discussion,  deposits  in  savings  banks  are  safer  than  in¬ 
vestments  in  corporate  securities.  The  choice  is  again 
justified  because  of  the  difficulty  of  judging  which  is 
the  safer  of  two  corporations.  The  whole  discussion 
has  shown,  it  seems  to  me,  that  it  would  be  ill-advised 
to  counsel  a  change  from  savings  bank  deposits  to  in¬ 
vestments  in  corporate  securities  until  these  securities 
are  made  at  least  equally  safe  and  attractive  as  savings 
banks,  which  they  assuredly  are  not  now. 

Professor  A.  T.  Hadley :  The  discussion  this  after¬ 
noon  has  brought  out  two  contradictory  ideas :  one,  that 
investors  are  such  fools  and  are  so  immoral  that  every¬ 
thing  regarding  their  interests  must  be  left  to  the  con¬ 
trol  of  the  government  inspectors ;  the  other,  that  the 
government  inspectors  are  such  fools  and  .so  immoral  that 
everything  ought  to  be  left  to  the  investors  regarding 
their  own  interests.  The  question  is,  which  of  the  two 
classes  is  it  easier  to  reform  and  to  educate  ? 

It  seems  to  me  the  investors  are  those  that  ought  to 
be  worked  with  ;  but  the  desired  results  can  only  be  ob¬ 
tained  by  giving  investors  every  possible  means  of  in¬ 
forming  themselves  regarding  investments.  This  may 
best  be  accomplised,  in  my  opinion,  through  publicity 
of  the  affairs  of  corporations,  by  judicial  enforcement  of 
the  responsibility  of  the  directors  and  managers  of  cor- 

*The  reporter  failed  to  get  the  name  of  the  speaker. 
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porations,  by  a  higher  code  of  commercial  ethics  and  by 
the  increased  responsibility  of  investors  themselves. 
Reforms  on  the  part  of  individuals  and  on  the  part  of 
the  government  must  go  hand  in  hand ;  and  whatever 
the  government  does  for  the  investor,  the  investor  must 
do  things  of  equal  importance  for  the  government  and 
for  himself. 


The  Quantity  Theory. 

ABSTRACT  OF  PAPER  BY  PROFESSOR  WM.  A.  SCOTT,  UNIVERSITY 
OF  WISCONSIN. 

The  basis  of  the  quantity  theory  of  prices  is  theoreti¬ 
cal,  President  Walker  and  others  having  given  it  such  a 
statement  as  to  make  it  impregnable  to  the  attacks  of 
statisticians  and  historians.  It  is,  therefore,  just  as 
strong  and  just  as  weak  as  the  reasoning  upon  which  it 
is  ba.sed. 

The  essence  of  the  theory  consists  in  the  proposition 
that  the  volume  of  the  circulating  medium  is  a  cause  of 
prices  being  high  or  low  ;  or  that  with  a  given  amount 
of  money  work  to  be  done  and  a  given  rapidity  of  cir¬ 
culation,  the  value  of  the  money  unit  is  an  effect  of 
which  the  number  of  pieces  of  money  is  the  cause. 

President  Walker  claims  that  the  law  of  demand  and 
supply  demonstrates  this  proposition,  and,  in  his  defense 
of  the  quantity  theory,  he  devotes  the  greater  portion  of 
his  attention  to  an  attempt  to  explain  in  what  consists 
the  demand  and  supply  of  money.  The  weakness  of 
his  reasoning  consists  in  his  failure  to  see  that  the  law 
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of  demand  and  supply,  however  stated,  proves  nothing 
regarding  the  sources  of  value.  It  simply  describes  the 
way  ill  which  the  value  determining  forces  act,  and 
throws  no  light  upon  the  nature  of  those  forces. 

John  Locke  said  that  the  demand  for  money  was  in¬ 
finite,  and  that,  on  this  account,  only  the  supply  needs 
to  be  considered  in  the  determination  of  the  value  of 
the  unit  and  of  prices,  but  he  made  the  mistake  of  sup¬ 
posing  that  ail  infinite  demand  and  a  finite  supply  would 
result  in  a  finite  price. 

Mr.  J.  Shield  Nicholson,  Pre.sidcnt  Walker  and  others 
assume  that  a  commodity  entirely  without  value  for 
other  purposes  might  perform  all  the  functions  of  money, 
and  from  this  premise  conclude  that  the  value  of  the 
unit  is  a  function  of  its  quantity.  The  defenders  of 
this  argument  overlook  the  necessity  for  a  standard  of 
values,  and  incorrectly  analyze  the  function  of  a  medium 
of  exchange.  A  standard  of  values  must  be  a  com¬ 
modity  which  is  useful  for  purposes  of  ordinary  con¬ 
sumption,  and  the  commodity  which  serves  as  a  stand¬ 
ard  need  not  be  used  as  a  medium  of  exchange.  The 
value  of  the  standard  is  determined  by  its  marginal 
utility  in  its  ordinary  uses,  and  thus  it  may  and  constantly 
does  fluctuate  irrespective  of  the  volume  of  the  circu¬ 
lating  medium.  Whenever  it  is  u.sed  as  a  ineclium  of 
exchange  its  value  is  raised  on  account  of  the  fact  that 
a  quantity  of  the  commodity  of  which  it  is  composed  is 
withdrawn  from  its  ordinary  itses.  The  volume  of  the 
currency  thus  affects  prices  only  indirectly  as  it  draws 
gold  away  from  its  commodity  uses  or  makes  more  of  it 
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available  for  those  uses.  The  level  of  prices  and  the 
volume  of  the  currency  are  determined  by  very  different 
forces,  and  it  is  largely  a  matter  of  coincidence  if  they 
chance  to  vary  in  reference  to  each  other  in  the  way  in¬ 
dicated  by  the  quantity  theory. 

The  phenomena  of  irredeemable  paper  are  in  perfect 
harmony  with  this  view.  The  only  feature  peculiar  to 
such  a  currency  is  depreciation,  but  whatever  this  may 
be  in  amount,  it  must  start  from  a  previously  established 
level  of  prices  for  which  it  furnishes  no  explanation. 
The  quantity  theory,  however,  is  inadequate  to  account 
for  the  depreciation  of  irredeemable  paper.  The  credit 
of  the  issuing  government,  the  state  of  the  public  mind 
regarding  the  propriety  of  the  issue,  and  the  convenience 
of  the  business  world  are  quite  as  potent  as  the  quantity 
of  the  issues. 

Discussion. 

Mr.  Frederick  C.  Waite ;  The  quantity  theory  of 
money,  like  all  truths,  can  be  apparently  annihilated  by 
erroneous  figures,  such  as  the  tables  of  money  in  circu¬ 
lation  published  by  the  Secretary  of  the  Treasury.  A 
segregation  of  his  figures  into  their  original  parts  will 
show  that  the  one  for  July  i,  1863,  for  instance,  was  the 
sum  of  many  numbers,  three  being  fur  July  i  and  doz¬ 
ens  for  the  previous  February,  January,  December,  etc., 
back  to  January,  1861,  and  September,  i860.  These 
and  many  other  errors  vitiate  the  entire  table. 

The  actual  amounts  of  money  in  circulation  on  July 
ist  of  each  year  from  1856  to  1896  have,  however,  been 
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very  carefully  computed.  A  diagram  has  been  con¬ 
structed  giving  these  results  and  the  amount  of  liabilities 
of  the  business  firms  failing  each  year,  as  computed  by 
Dun  &  Co,  and  Bradstreet,  and  the  purchasing  power 
of  the  dollar. 

This  diagram  shows  from  1856  to  1857  decreasing 
circulation  and  increasing  failures  ;  the  next  two  years, 
increasing  circulation  and  decreasing  failures,  etc.  Dur¬ 
ing  the  entire  first  twenty  years,  every  increase  in 
the  circulation  was  accompanied  by  decreasing  failures, 
and  every  decrease  in  the  circulation  by  increasing  fail¬ 
ures,  diie  to  the  fact  that,  when  our  unit  of  value  was 
the  greenback  dollar,  prices,  as  .shown  by  the  diagram, 
rose  and  fell  with  the  increase  and  decrease  of  circula¬ 
tion.  Still  more  remarkable,  however,  is  the  wonder¬ 
ful  conformity  to  this  same  rule  during  the  last  twenty 
years  under  gold  monometallism. 

Professor  David  Kinley :  I  am  sorry  that  General 
Walker,  the  most  distinguished  exponent  of  the  quantity 
theory  of  money,  is  not  present  to  uphold  his  case ;  for  I, 
for  one,  am  di.ssatisfied  with  the  explanation  of  the 
theory  thus  far  given.  There  is  a  difference  between 
the  medium  of  exchange  and  standard  money  that  must 
be  kept  clearly  in  view.  It  is  not  necessary  for  standard 
money  to  be  in  use  at  all.  The  value  of  standard  money 
is  not  fixed  by  its  amount  in  circulation  but  by  its 
marginal  utility.  The  marginal  utility  of  commodities 
determines  the  value  of  standard  money  if  used  as  a 
medium  of  exchange,  and  the  quantity  of  money  is  de- 
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tennined  by  the  quantity  of  purchases  made.  So  that 
the  amount  of  purchases,  or  the  demand  and  supply  of 
commodities,  is  the  determining  factor  in  price  level 
rather  than  is  the  quantity  of  money. 

Profe.ssor  F*.  W.  Taussig :  I  wish  to  make  simply  a 
profession  of  faith  ;  time  permits  no  more. 

So  far  as  the  theory  of  marginal  utility  is  concerned, 
I  believe  we  can  get  little  aid  for  it  in  an  inquiry  as  to 
the  causes  wdiich  determine  the  level  of  prices  at  any 
given  time.  Possibly,  in  inquiries  as  to  the  value  of 
specie  over  very  long  periods,  we  should  want  to  take 
into  account  the  reasoning  which  underlies  the  theory 
of  marginal  utility.  But  this  would  bear  but  remotely 
and  indirectly  on  the  quantity  theory'  of  money. 

The  helpful  starting  point  from  which  to  begin  an 
examination  of  the  quantity  theory  of  money,  is  to  take 
the  simple  case  of  a  community  in  which  there  is  no 
barter  and  no  use  of  credit ;  in  which,  therefore,  every¬ 
thing  produced  is  sold  for  cash.  On  these  suppositions, 
the  bare  quantity  theory  holds  good.  Then  introduce 
further  suppositions.  Assume  the  use  of  credit,  and  note 
what  takes  place  as  exchanges  are  conducted  otherwise 
than  with  cash.  Analyse  the  extent  of  the  substitution 
of  credit,  its  relation  to  the  volume  of  specie,  the  extent 
to  which  it  may  expand  or  contract  automatically  in  re¬ 
lation  to  the  quantity  of  commodities  sold.  Consider 
the  relation  of  prices,  first,  to  the  total  purchasing  power 
in  terms  of  money  offered  for  commodities ;  second,  its 
relation  to  the  total  of  specie,  or  to  specie  plus  notes 
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payable  to  bearer.  It  will  be  found,  I  think,  that  a 
statement  in  terms  like  those  of  quantity  theory  will 
finally  result.  The  general  range  of  prices  will  be  found 
to  depend  proximately  on  the  relation  between  quantity 
of  commodities  on  the  one  hand,  and  the  total  of  pur¬ 
chasing  power  in  terms  of  money  on  the  other  hand. 
The  total  of  purchasing  power  in  terms  of  money, 
again,  will  be  found  in  the  long  run  to  be  affected  by 
the  quantity  of  specie.  In  the  long  run  there  will  be  a 
tendency  for  prices  to  conform  to  the  quantity  of  specie. 

Professor  Arthur  T.  Hadley :  Five  minutes  ago  I  be¬ 
lieved  that  no  economist  of  the  first  rank  had  treated 
the  subjects  of  money  and  wages  consistently ;  but  since 
Professor  Taussig’s  remarks  I  am  of  that  opinion  no 
longer. 

Two  very  generally  accepted  theories  have  been  that 
the  quantity  of  money  determines  prices  and  that  the 
quantity  of  capital  determines  wages.  Mill  held  the  lat¬ 
ter  view  and  not  the  former.  Walker  holds  the  former 
and  not  the  latter.  He  holds  to  the  quantity  theory  of 
prices ;  he  holds,  however,  that  wages  are  determined 
not  by  a  fund  but  by  a  flow  of  capital.  There  has  been 
a  curious  inconsistency  in  the  use  of  the  conceptions  of 
fund  and  flow  in  the  parallel  theories  of  prices  and  of 
wages.  Professor  Taussig  appears  to  me  to  be  the  first 
one  to  have  made  a  similar  application  of  the  two  con¬ 
ceptions,  to  both  wages  and  prices. 

Professor  F.  W.  Taussig :  Let  me  say  one  word  more 
as  to  the  conception  of  a  flow  rather  than  of  a  fund  of 
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money.  We  must  remember  that  at  any  particular 
moment  not  the  whole  of  the  money  in  existence  is  used 
in  making  purchases ;  only  a  fraction  of  it  is  so  used. 
So  also  only  a  fraction  of  all  the  commodities  nominally 
on  sale  is  being  actually  sold  at  any  one  time.  What 
this  fraction  is,  in  either  case,  depends  on  the  habits  of 
the  community,  which  change  but  slowly.  The  phrase 
“  rapidity  of  circulation  ”  may  be  taken  to  indicate  that 
flow  of  money  by  which  a  fraction  of  the  community’s 
money  passes  a  given  point  in  a  given  time.  We  might 
speak  in  the  same  way  of  a  rapidity  of  circulation  of 
commodities  ;  both  are  to  be  considered  in  an  inquiry  as 
to  rate  of  exchange  between  money  and  commodities  at 
any  given  time. 

This  conception  should  be  applied  to  all  forms  of  the 
circulating  medium.  It  is  common,  for  example,  to 
speak  of  checks  as  equivalent  to  money  or  currency. 
But  the  check  is  only  the  deposit  in  active  use.  Just  as 
the  money  which  is  making  purchases  at  any  given  time 
is  only  a  fraction  of  the  total  on  hand,  so  the  checks 
represent  only  a  fraction  of  the  deposits  which  are  po¬ 
tentially  available  to  make  purchases.  Checks  represent 
the  flow  of  deposits,  as  money  handed  over  the  counter 
represents  the  flow  of  cash.  What  proportion  of  either 
medinm  of  exchange  will  be  used  in  purchases  at  any 
given  moment,  and  what  proportion  of  commodities  will 
be  offered  in  exchange  for  them  at  any  given  moment, — 
these  are  the  questions  which  we  must  ask  in  consid¬ 
ering  the  causes  which  proximately  determine  general 
prices. 
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Professor  H.  B.  Gardner :  Professor  Scott’s  paper  ap¬ 
peared  to  me  to  be  an  illustration  of  the  introduction  of 
the  standpoint  and  terminology  of  the  Austrian  School 
of  economists  in  matters  discussed  by  English  and 
American  economists  under  other  names. 

Exchange  value  or  price  is  determined  by  demand 
and  supply.  The  English  school  have  approached  the 
problem  from  the  side  of  supply,  the  Austrian  school 
from  the  side  of  demand.  The  central  point  in  Dr. 
Scott’s  argument,  as  I  understood  it,  was  that  the  value 
of  money  depends  on  the  marginal  utility  of  the  money 
metal ;  and  since  a  change  in  marginal  utility  does  not 
necessarily  produce  a  change  in  quantity,  it  cannot  prop¬ 
erly  be  said  that  prices  depend  on  the  quantity  of  money. 
In  order  to  prove,  however,  that  the  dependence  of  prices 
on  the  marginal  utility  of  the  money  metal  excludes  de¬ 
pendence  on  the  quantity  of  money,  it  must  be  shown 
not  only  that  quantity  is  not  governed  by  marginal 
utility,  but  also  that  marginal  utility,  other  things  being 
equal,  does  not  depend  upon  quantity,  and  this  it  seems 
to  me  Professor  Scott  has  not  done.  Is  it  not  true  that, 
other  things  being  equal,  marginal  utility  is  governed 
by  quantity,  and  that  therefore  considering  the  money 
metal  in  all  its  uses,  or  that  portion  in  use  as  money, 
changes  in  marginal  utility,  other  things  being  equal, 
are  the  result  of  changes  in  quantity  ?  If  so.  Professor 
Scott’s  paper  is  really  a  restatement  of  the  quantity 
theory  in  terms  of  marginal  utility. 

Dr.  David  I.  Green :  Professor  Scott’s  paper  should 
be  welcomed  as  throwing  emphasis  upon  the  right  ele- 
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ments  of  the  monetary  problem.  Considering  these 
elements  of  the  problem,  prices,  quantity  of  currency, 
and  the  habits  of  the  people  in  regard  to  the  use  of  in¬ 
struments  of  credit,  the  quantity  theory  of  money  takes 
for  granted  that  the  habits  of  a  people  in  respect  to 
credit  are  comparatively  stable,  while  prices  vary  to 
correspond  with  changes  in  the  quantity  of  currency. 

It  is  rather  true  that  the  value  of  the  monetary  unit 
(depending,  under  free  coinage,  upon  the  marginal  utility 
of  the  money  metal)  and  the  general  range  of  prices, 
constitute  the  most  stable  elements  of  the  three  in  ques¬ 
tion,  while  differences  in  the  quantity  of  money  are  met 
with  differences  and  changes  in  the  use  of  credit. 

On  the  other  hand  there  is  a  relationship  between  the 
increase  or  decrease  in  the  amount  of  currency  and  the 
rate  of  prices  but  this  relationship  is  not  direct.  The 
expansion  of  the  currency  tends  to  increase  prices  owing 
to  the  new  demand  for  commodities  which  accompanies 
the  issue.  New  bills  are  issued  in  the  purchase  of  com¬ 
modities.  When  issued  in  the  payment  of  debt  their 
new  holders  must  make  purchases  in  order  to  reinvest 
their  capital. 

Gold  bullion  is  a  commodity  for  sale,  but  as  soon  as  it 
is  coined  it  becomes  an  incentive  to  its  owners  to  enter 
the  general  market  as  buyers.  In  corresponding  manner 
the  retirement  of  currency,  or  the  melting  of  coin  is 
generally  accompanied  by  a  temporary  decrease  in  the 
demand  for  commodities. 

We  cannot  work  out  the  effects  upon  prices  of  an  in¬ 
crease  in  the  circulating  medium  as  a  mathematical 
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problem.  We  must  ascertain  what  goods  v.  ill  have  the 
increased  demand  in  the  first  place,  and  to  what  extent 
the  rise  in  price  of  these  goods  will  be  diffused  and  thus 
result  in  a  general  rise  of  prices, 

Mr,  E.  F.  Peters  :  Before  making  up  our  minds  as  to 
the  quantity  theory  of  money,  we  ought  to  satisfy  our¬ 
selves  as  to  a  few  leading  questions  in  economic  history. 
Does  it,  or  does  it  not,  make  a  material  difference  as  re¬ 
gards  the  general  level  of  prices,  whether,  for  consider¬ 
able  periods  together,  the  mines  of  money  metal  are  pro¬ 
lific  or  otherwise  in  their  yield  ?  Is  the  general  level  of 
prices  affected  by  large  issues  of  legal  tender  notes,  as  in 
cases  where  a  number  of  governments  resort  to  such  is¬ 
sues  at  about  the  same  time  and  by  a  large  displacement 
of  metallic  money  correspondingly  reduce  the  world’s 
demand  for  money  metal  ?  Or  is  there  an  effect  in  the 
opposite  direction  when,  such  issues  having  been  made, 
the  countries  which  made  them  retire  their  legal  tender 
notes  and  absorb  metallic  money  to  replace  them  ?  Is 
it  or  is  it  not  true  that  economic  history  gives  an  affirm¬ 
ative  answer  to  these  questions  ?  And  if  it  be  true,  is 
not  that  an  important  fact  in  support  of  the  general  cor¬ 
rectness  of  the  quantity  theory  ? 

There  are  some  who  see  so  little  in  that  theory,  that 
apparently  they  would  have  thought  it  entirely  possible 
for  the  world  to  pass  at  a  single  bound,  and  without  a 
shock  to  commerce,  from  the  use  of  gold  and  silver  to 
the  use  of  gold  alone  as  standard  money.  Does  experi¬ 
ence  sustain  that  view,  or  does  it  not  ? 
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Our  conclusions  on  such  points  should  have  much  to 
do  with  those  which  we  reach  in  respect  to  the  quantity 
theory,  and  these,  in  their  turn,  may  largely  affect  our 
attitude  as  to  various  important  questions  of  the  imme¬ 
diate  future. 

Dr.  C.  W.  Macfarlane :  I  understood  Dr.  Green  to 
say  that  a  contraction  of  the  supply  of  money  merely 
results  in  a  readjustment  in  the  habits  or  practices  of 
the  people  in  regard  to  exchange.  They  would,  for  in¬ 
stance,  learn  to  employ  credit  instruments  more  freely, 
and  so  would  be  just  as  well,  if  not  better  off  than  be¬ 
fore.  But  will  the  adjustment  necessarily  take  the  form 
of  an  increased  use  of  credit  instruments?  May  it  not 
result  in  a  diminution  in  the  number  of  exchanges  or  in 
a  partial  return  to  barter?  When,  for  instance,  the  New 
York  Clearing-house  issues  its  certificates  in  times  of 
great  stringency  are  there  the  same  number  of  exchanges 
affected  and  with  as  great  ease  as  wdien  there  is  no  such 
stringency  in  the  money  market  ? 

I  know  we  usually  hold  that  such  mal-adjustments  of 
exchange  are  but  temporary ;  that  once  the  adjustment 
is  complete,  half  the  present  supply  of  money  would 
effect  the  same  amount  of  exchange  with  equal  facility. 
But  it  seems  to  me  we  have  only  to  continue  this  halv¬ 
ing  of  the  supply  of  money  to  reach  the  conclusion  that 
we  do  not  need  any  money  at  all.  Unless  we  are  will¬ 
ing  to  accept  this,  we  must  admit  that  any  theory  of 
money  must  take  cognizance  of  the  quantity  of  money. 

It  is  true  we  are  not  clear  what  is  the  determining 
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quantity,  but  this  is  far  from  proving  that  the  solution 
must  be  found  in  a  non-quantitative  theory. 

Dr.  Green  :  I  think  that  I  have  been  misunderstood. 
What  I  wished  to  convey  was  the  idea  that  the  adjust¬ 
ment  to  the  new  conditions  where  the  amount  of  money 
had  been  increased  or  contracted  would  take  place,  not 
so  much  through  prices,  but  principally  through  the 
medium  of  changes  in  the  habits  of  the  community  in 
regard  to  credit. 

Mr.  Theodore  Marburg :  In  connection  with  the 
quantity  theory  of  money  it  may  be  of  interest  to  cite 
opinions  expressed  at  a  meeting  of  French  economists 
which  I  attended  in  Paris  two  years  ago.  They  held 
that  the  increased  production  of  gold  would  have  no  im¬ 
mediate  effect  on  prices.  It  was  remarked  that  while 
the  monetary  systems  of  Europe  were  based  upon  gold, 
there  was  an  insufficient  reserve  in  the  banks,  and  that 
for  the  time  being,  their  needs  would  absorb  the  imports 
of  the  precious  metals.  This  opinion  has  been  justified 
by  events.  The  continued  heavy  production  of  gold  did 
not  tell  upon  prices  until  the  banks  had  made  important 
additions  to  their  reserves,  showing  that  fiat  money  was, 
in  a  measure,  performing  the  function  of  a  sound  money. 
In  other  words,  in  the  absence  of  an  adequate  gold  sup¬ 
ply  for  monetary  uses,  public  confidence  had  stepped  in 
and  supplied  the  basis  for  paper  circulation.  Building 
up  the  reserves  was  therefore  in  large  part  a  mere  matter 
of  substitution  and  not  an  actual  addition  to  the  money 
supply. 
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Professor  Scott :  The  discussion  has  interested  me 
very  much.  I  agree  with  many  of  the  remarks  which 
have  been  made,  and  cannot  regard  many  of  the  ap¬ 
parent  criticisms  as  real  ones.  Close  examination,  I 
think,  will  reveal  the  fact  that  they  are  not  inconsistent 
with  the  views  I  have  expressed,  but  are  inconsistent 
with  the  quantity  theory.  On  account  of  the  lateness 
of  the  hour  I  shall  attempt  to  speak  of  only  one  of  the 
points  suggested  by  the  discussion.  My  paper  does  not 
represent  an  attempt  to  apply  the  marginal  utility  theory 
of  value  to  the  case  of  money.  Whenever  in  the  course 
of  my  discussion  I  had  occasion  to  speak  of  the  forces 
which  in  general  determine  value  I  used  the  expression 
marginal  utility  because  I  believe  in  that  theory  of 
value.  The  reasoning  of  my  paper,  however,  is  not 
based  in  any  sense  upon  that  theory.  It  is  equally  valid 
on  the  basis  of  the  cost  of  production  theory. 


The  General  Property  Tax  in  California. 

ABSTRACT  OP  PAPER  BY  PROFESSOR  CARI.  C.  PIKHN,  UNIVERSITY  OF 
CALIFORNIA. 

it  is  believed  that  the  facts  presented  in  this  paper 
will  have  more  than  a  local  interest,  for,  although  the 
particular  figures  and  some  few  of  the  special  features 
are  particular  to  California,  yet,  the  main  argument  ap¬ 
plies  to  every  state  in  the  Union. 

The  chief  interest  in  the  plan  of  the  tax  centers  of 
course  in  the  assessment.  The  assessor  is  clothed  with 
10 
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ample  power.  He  may  and  does  call  for  a  declaration, 
known  as  a  “  statement  ”  from  all  the  property  owners. 
In  these  “  statements  ”  the  owner  is  required  to  name 
the  property,  but  not  to  set  its  value,  unless  it  consist 
of  money  or  credits.  The  “  statements  ”  are  very  gen¬ 
erally  rendered  and  are  sworn  to.  The  penalty  for 
neglect  of  the  “  statement  ”  is  an  arbitrary  assessment  of 
five  or  ten  fold,  but  this  is  seldom  used. 

Equalization  between  persons  is  made  by  the  super¬ 
visors  ;  between  counties,  by  a  state  board  of  equaliza¬ 
tion,  which  is  also  the  assessment  board  for  railroads 
which  are  in  more  than  one  county. 

The  tax  rate  is  fixed  by  the  apportionment  of  all  ap¬ 
propriations  on  each  one  hundred  dollars  of  assessed  val¬ 
uation. 

THB  OPERATION  OF  THE  TAX. 

The  burden  upon  the  general  property  tax  is  increas¬ 
ing  about  twice  as  fast  as  the  population  of  the  State. 
This  makes  any  inequalities  continually  more  and  more 
intolerable. 

The  main  inequalities  are  :  (i)  Farming  property 

both  real  and  personal  is  assessed  more  heavily  than 
any  other.  (2)  Personal  property  escapes  assessment 
very  largely. 

The  chief  cause  of  the  more  recent  inequalities  is  the 
growth  of  city  population.  It  is  estimated  that  65  fo  of 
the  people  of  the  state  live  on  what  the  assessor  desig¬ 
nates  as  city  or  town  lots. 

Farm  lands  and  improvements  were  assessed  in  1890 
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at  $959  per  capita  for  those  who  reside  thereon,  against 
$599  per  capita  for  city  and  town  lots.  In  1892,  when 
the  assessment  reached  its  highest  point,  these  figures 
were  $963  for  fanners  and  $644  for  townsmen.  These 
figures  do  not  prove  an  inequality  of  taxation  of  that 
amount ;  for  the  number  of  propertyless  is  greater  in 
cities.  Including  personal  property  the  relative  per 
capita  assessment  becomes  $1088  for  farmers  and  $755 
for  townsmen.  It  is  hard  to  believe,  however,  that  the 
average  farmer  is  either  better  able  to  pay  taxes  on  $300 
worth  more  property,  or  is  that  much  more  benefitted 
than  his  cousin  of  the  towp. 

Fanns  are  assessed  at  about  64  fo  of  their  true  value ; 
city  and  town  lots  (with  the  possible  exception  of  San 
Francisco)  at  55^.  The  farmer’s  real  estate  is  90^  of 
all  his  taxed  property.  The  townsman’s  real  estate  is 
only  80^  of  all  his  taxed  property. 

These  figures,  which,  while  not  absolutely  exact, 
are  approximately  correct,  show  that  the  simple  econ¬ 
omic  conditions  of  coixntry  life  still  favors  the  better  ad¬ 
ministration  of  the  property  tax. 

Personal  property  escapes  taxation.  Only  1 2  %  of  all 
taxes  is  paid  on  personal  property.  Money  and  solvent 
credits  form  one  item  that  is  underassessed.  The  bank 
eommissioners  regularly  report  from  five  to  ten  times  as 
much  money  and  solvent  credits  in  the  hands  of 
the  banks  alone  as  the  assessor  finds  in  the 
hands  of  all  individuals.  This  evasion  is  serious, 
since  the  total  amount  is  $300,000,000,  or  nearly  one- 
third  the  value  of  real  estate.  Merchandise  in  stores  es- 
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capes.  According  to  the  assessment  there  is  less  mer¬ 
chandise  in  proportion  to  population  now  than  there 
was  in  i86o.  In  the  seventeen  years  from  1880  to  1896 
•the  assessed  valuation  of  real  estate  increased  125^  ; 
that  of  personal  property  only  10^.  It  is  not  conceiv¬ 
able  that  this  represents  the  true  condition  of  affairs. 
Personal  property  when  discovered  by  the  assessor  is 
generally  assessed  fairly  well. 

FEATURES  PECUUAR  TO  CALIFORNIA. 

Mortgages.  When  property  (real  estate,  especially) 
is  covered  by  a  mortgage,  it  is  treated  as  though  the 
ownership  were  divided.  The  mortgagee’s  interest  is 
assessed  to  him  and  only  the  difference  between  the 
mortgage  and  the  assessed  value  is  ta.xed  to  the  owner. 
If  the  mortgage  exceeds  or  equals  the  asse.ssed  value  of 
the  property,  the  owner  pays  no  tax  directly ;  if  less,  the 
mortgagee  is  taxed  for  less  than  the  face  of  the  mortgage. 

This  results :  (i)  In  a  sharper  or  higher  assessment 
of  mortgaged  property,  because,  the  mortgage  being 
recorded,  the  value  of  the  property  can  be  easily  ascer¬ 
tained  ;  (2)  in  the  shifting  of  the  tax  to  the  owner 
with  an  increase  sufficient  to  guarantee  the  mortgagee 
against  loss  in  case  of  a  change  in  the  rate.  This  shift¬ 
ing  is  possible  because  so  many  other  forms  of  invest¬ 
ment  that  escape  the  tax  in  large  measure  are  open  to 
the  owner  of  capital.  The  rate  of  interest  upon  untaxed 
loans  is,  if  the  security  be  good,  6  ^  or  under.  But 
upon  mortgages,  in  spite  of  the  good  security,  the  rate 
is  8  ^  or  over.  In  most  counties  the  tax-rate  is  a  little 
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less  than  the  difference  between  the  interest  on  mort¬ 
gages  and  on  untaxed  loans. 

Eqtializalion.  One  of  the  difficulties  arises  in  regard 
to  the  peculiar  powers  of  the  state  board  of  equaliza¬ 
tion.  That  board  cannot  alter  the  assessment  of  any 
person  or  of  any  particular  class  of  property.  It  can 
simply  raise,  or  lower,  the  assessment  of  the  county  as  a 
whole.  But  since  it  is  necessary  to  assume  that  the  as¬ 
sessment  of  mortgages,  of  money,  of  solvent  credits, 
and  of  personal  property,  is  the  true  value,  any  increase 
that  is  made  takes  effect  only  on  unmortgaged  real 
estate.  This  simply  accentuates  the  overtaxation  of 
real  estate  which  already  bears  more  than  its  proper 
share  of  the  burden. 

Franchises.  According  to  the  law  these  are  to  be 
treated  as  personal  property  and  are  assessed  separately. 
In  many  counties,  however,  no  attention  is  paid  to  them. 

Taxes  on  personal  property  unsecured  by  real-estate 
are  collected  by  the  assessor  at  the  time  of  making  the 
assessment.  The  rate  is  that  of  the  previous  year. 
After  the  assessment  is  completed  and  the  new  rate  is 
ascertained  there  is  usually  either  a  surplus  to  be  re¬ 
funded  to  the  tax-payer  or  a  deficit  to  be  collected. 
This  arrangement  protects  the  state  at  the  expense  of 
the  assessor  and  of  the  tax-payer.  The  assessor  is  held 
personally  responsible  for  the  taxes  on  all  personal 
property  unsecured  by  real  estate  that  he  enters  in  the 
list. 

Tax  liens.  The  4ax  upon  any  kind  of  property  forms 
a  lien  (i)  upon  the  property  itself,  (2)  upon  any 
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other  property  of  the  person  to  whom  it  was  assessed. 
If  sold  before  the  tax  is  paid  the  lien  goes  with  the 
property  to  the  new  owner,  but  if  the  property  is  out  of 
the  reach  of  the  ta.x-collector  the  lien  falls  upon  any 
other  property  that  the  original  owner  may  have.  This 
feature  of  the  tax  seriously  hampers  the  transfer 
of  property. 


The  Day  Labor  and  Contract  Systems  on 
Municipal  Works. 

ABSTRACT  OF  PAPKR  BY  PROPBSSOR  J.  R.  COMMONS,  SYRACOSB 
UNIVERSITY. 

Owing  to  the  recent  urgency  of  the  problem  of  the 
unemployed,  cities  and  other  public  bodies  have  been 
forced  to  make  employment  for  temporarj'  relief.  Vari¬ 
ous  cities  have  also  experimented  in  performing  their 
public  work,  such  as  paving,  sewering,  etc.,  by  direct 
employment  of  labor  linder  the  supervision  of  the  de¬ 
partment  of  public  works,  instead  of  through  contractors. 
The  city  of  London  since  1892  has  its  permanent  staff 
of  laborers,  and  constructs  sewers,  streets,  embankments, 
tunnels,  stables,  workingmen’s  dwellings,  and  workshops. 
Denver  built  a  great  sewer  in  1895,  Minneapolis  is 
building  a  reservoir. 

The  almost  universal  testimony  of  those  entitled  to 
speak  is  that  the  quality  of  municipal  work  is  superior 
to  that  done  by  contract  This  is  true  even  where  there 
has  been  scandalous  political  influence  which  has  inflated 
cost  beyond  endurance,  as  in  certain  sewer  construction 


Day  Labor  and  Contract  Systems  on  Municipal  Works.  15 1 

in  Baltimore.  The  workmen  and  foremen  become  in¬ 
spectors  and  take  a  pride  in  discovering  poor  material, 
whereas  contractors  are  tempted  to  connive  with  the  in¬ 
spectors  appointed  by  the  city. 

The  cost  also  of  municipal  work  is  less  than  by  con¬ 
tract,  except  where  influenced  by  fancy  wages,  poor  re¬ 
lief  or  politics.  In  Massachusetts  legal  wages  are  $2 
per  day  of  9  hours ;  whereas  contractors  pay  for  the  same 
work  90  cents  to  $i  for  10  hours.  Here  the  city  is  at  a 
disadvantage.  But  usually  the  city  pays  only  40^  to 
60  ^  more  than  contractors,  and  at  this  rate  the  city  can  do 
the  work  cheaper.  A  better  quality  of  labor  is  secured. 
On  the  other  hand  the  city  pays  less  for  foremen  and 
about  the  same  for  skilled  and  union  labor.  Its  tend¬ 
ency  is  to  raise  the  lowest  and  depress  the  highest  so  as 
to  more  nearly  equalize  wages.  At  the  same  time  it 
pays  for  skilled  labor  two  and  two  and  one-half  times  as 
much  as  for  unskilled.  The  city  saves  the  cost  of  in¬ 
spection  which  averages  five  per  cent,  of  contract  cost. 
It  saves  charges  for  extras,  litigation  and  repairs. 

Loudon  does  its  street  construction  at  15^  to  20% 
less  than  contractors,  but  loses  money  on  construction 
of  workingmen’s  dwellings.  On  the  whole,  however,  it 
saved  about  one  per  cent,  on  three  years’  work.  In  Wil¬ 
mington,  Denver,  Toronto  and  Montreal  the  saving  on 
street  and  sewer  work  is  15^!^  to  30%  of  the  contract 
price,  not  including  allowances  for  extras,  litigation  and 
subsequent  repairs. 

Besides  paying  higher  wages  for  unskilled  labor,  the 
city  gives  preference  to  home  labor,  thus  saving  charity 
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and  increasing  the  markets  of  its  own  merchants  and 
house  owners.  The  employment  is  more  regular. 
London  actually  increases  its  employment  in  winter  to 
supplement  private  non-employment.  American  cities 
employ  as  yet  only  one-third  to  one-half  the  number  of 
men  in  winter  as  in  summer,  but  the  proportion  could  be 
changed  if  desired. 

Wage-earners  are  tax  payers  and  are  three-fourths  of 
the  voters.  The  failure  of  city  government  is  owing  to 
their  indifference.  If  the  city  administration  cared 
more  for  wage-earners’  interests,  the  latter  would  be 
more  careful  in  their  votes  for  aldermen.  The  civil 
service  administration  is  of  prime  importance,  but  this 
must  accompany  every  reform. 


A  Decade  in  Federal  Railway  Regulation. 

ABSTRACT  OF  PAPBR  BY  MR/  H.  T.  NEWCOMB,  U.  S.  DEPARTMENT  OF 
AGRICULTURE. 

It  is  ten  years  since  public  dissatisfaction  with 
methods  of  railway  administration  found  legislative  ex¬ 
pression  in  the  passage  of  the  Interstate  Commerce  Law, 
which  was  practically  the  first  attempt  made  by  Con¬ 
gress  to  exercise,  in  relation  to  railway  transportation, 
its  constitutional  power  to  regulate  commerce  between 
the  several  states.  Whatever  minor  causes  may  have 
contributed  to  this  dissatisfaction  the  only  subject  of 
disagreement  between  the  railways  and  the  general  pub¬ 
lic  which  constituted  an  at  all  adequate  cause  was  the 
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charges  exacted  for  carrying  passengers  and  property. 
Much  of  this  complaint  was  unjust  to  the  railways  and 
arose  through  the  fact  that,  particularly  in  the  more  ex¬ 
clusively  agrarian  sections  of  the .  country,  considerable 
industry  was  conducted  at  a  loss  that  might  have  been 
shifted  to  railway  corporations  could  low  enough 
charges  for  the  movement  of  agricultural  products  have 
been  secured ;  yet  there  had  been  many  instances  of 
grievous  injury  to  individuals  and  communities  through 
unjust  discriminations  in  railway  rates.  The  extent, 
therefore,  to  which  the  Interstate  Commerce  Law  has 
served  to  eradicate  these -discriminations  must  be  the 
measure  of  its  success.  If  it  has  not  materially  dimin¬ 
ished  them  it  is  fruitless  to  urge  that  it  has  added  vol¬ 
umes  of  practical  discussion  of  railway  problems,  given 
impetus  to  the  application  of  safety  appliances  to  cars 
aud  trains,  dr  that  under  the  able  direction  of  the 
President  of  this  Association  it  has  resulted  iu  the  com¬ 
pletion  of  transportation  statistics  that  are  of  great  value 
to  the  student  and  may  aid  materially  in  securing  wise 
and  adequate  legislation. 

The  means  provided  by  Congress  for  preventing  un¬ 
just  discriminations  though  admittedly  tentative  have 
remained  practically  unchanged  for  a  decade.  They  are : 

First,  a  summary  process  for  hearing  and  adjudicating 
complaints  and  enforcing  relief. 

Second,  publicity  of  railway  methods  and  accounts. 

Third,  perpetual  competition  among  railways. 

The  first  remedy  was  rendered  ineffective  by  judicial 
interpretation,  but  the  second  and  third  have  been  en¬ 
forced  with  practical  continuity. 
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Charges  for  railway  service  may  unjustly  discriminate 
between  individuals,  classes  of  traffic,  or  communities. 

Unjust  discriminations  between  individuals  are  those 
most  readily  observed  and  consequently  most  obnoxious 
to  the  general  public  though  it  is  doubtful  whether  their 
consequences  approximate  in  gravity  the  serious  and  de¬ 
plorable  effects  of  those  that  fall  in  the  second  and  third 
classes.  The  secret  rates,  rebates,  drawbacks,  allow¬ 
ances,  or  other  illegal  devices  resorted  to  in  order  to  ac¬ 
complish  this  first  class  of  discriminations  are  punishable 
by  fine  or  imprisonment,  while  the  only  remedies  for  the 
other  kinds  are  modifications  of  rate  schedules  or  money 
damages.  Discriminations  between  individuals  have 
become  less  frequent,  but  they  continue  ;  and  it  is  not  cer¬ 
tain  that  they  are  not  more  harmful  at  present  than 
when  more  common.  And  it  may  be  that  their  baneful 
effects  are  accentuated  now  that,  instead  of  being  granted 
to  nearly  every  applicant,  concessions  from  established 
charges  are  accorded  only  to  powerful  traders  who  are 
able  to  control  vast  shipments  and  traffic  yielding 
revenue  of  almost  vital  importance  to  the  carrying  com¬ 
panies. 

Unjust  discriminations  prejudicial  to  particular  com¬ 
modities  have  not  been  materially  reduced  in  number  by 
the  operation  of  the  law.  They  appear  boldly  in  freight 
classifications  and  rate  schedules,  and  the  burden  of  proof 
is  usually  upon  those  who  allege  that  they  arc  unjust. 
The  cases  so  far  brought  before  the  Commission  involve 
questions  of  minor  importance.  It  is  not  clear  that  rates 
as  at  present  adjusted  are  relatively  reasonable  as  be- 
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tween,  for  example,  the  products  of  agriculture  and  those 
of  other  industries,  or  that  they  do  not  bear  with  undue 
relative  severity  either  upon  the  grain  producer  of  the 
trans-Mississippi  region  or  the  cotton-planter  of  the  Gulf 
states.  These  are  matters  with  which  the  Interstate 
Commerce  Law  cannot  deal  until  modified  in  a  manner 
more  radical  than  any  yet  officially  suggested. 

The  most  serious  class  of  discriminations  includes 
those  which  have  for  their  victims  the  entire  popula¬ 
tions  of  towns,  cities  and  even  extensive  districts,  which 
are  made  to  suffer  from  the  unfair  adjustment  of  railway 
rates.  The  manner  in  -which  competition  at  points 
served  by  two  or  more  railways  affects  those  having  but 
one  has  received  general  recognition  and  is  one  of  the 
most  powerful  causes  of  the  construction  of  unnecessary 
and  unprofitable  lines.  To  attempt  to  regulate  these  cases 
by  the  process  of  taking  them  up  singly  and  prescribing 
the  alterations  necessary  to  make  the  charges  relatively 
reasonable  is  an  impracticable  ta.sk.  Even  had  the  Com¬ 
mission  the  authority  of  a  United  States  court  and 
were  there  no  appeal  from  its  decision,  the  town  with 
two  railways  would  still  have  an  immense  advantage 
over  that  with  one. 

The  Commission  has  itself  admitted  that  it  does  not 
believe  that  merely  making  “  the  act  mean  what  it  was 
supposed  to  mean  at  the  time  of  its  passage  ”  will  put 
an  end  to  the  evils  described.  The  following  is  from  its 
ninth  annual  report : 

“  Those  who  have  given  most  reflection  to  the  subject 
of  government  regulation  are  aware  that  the  laws  now 
in  force  are  more  or  less  tentative  and  experimental,  and 
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such  persons  anticipate  that  the  evolution  of  railway 
control  by  public  agencies  will  sooner  or  later  result  in 
a  more  comprehensive  and  direct  exercise  of  the  power 
possessed  by  Congress  to  regulate  our  internal  com¬ 
merce.” 

When  Commissioner  Knapp  declared,  “  The  power  to 
compete  is  the  power  to  discriminate,”  he  expressed 
most  tersely  that  Congress  in  attempting  to  perpetuate 
competition  and  at  the  same  time  forbid  the  acts  by 
which  competition  is  made  effective  had  made  a  law 
that  could  not  be  enforced.  In  fact  the  unreasonable 
rate  not  made  to  secure  competitive  traffic  or  to  recoup 
losses  from  carrying  such  traffic  at  too  low  rates  is  prac¬ 
tically  unknown.  The  conflict  of  interest  real  or 
fancied  between  the  several  corporate  units  that  make 
up  the  railway  system  is  the  primary'  cause  of  the  evils 
now  apparent.  Hence  the  anti-pooling  clause  of  the 
Interstate  Commerce  Law  is  radically  antagonistic  to 
any  wise  system  of  railway  regulation.  It  is  necessary 
at  the  outset,  as  a  first  step  toward  a  system  under  which 
railway  rates  can  be  made  equal  to  all,  that  this  restraint 
upon  the  carriers  should  be  removed.  But  this  is  a  mere 
beginning  towards  enlightened  methods  of  dealing  with 
the  transportation  problem.  The  force  that  tends  to¬ 
ward  the  consolidation  of  railways  is  powerful  and  benefi¬ 
cent.  All  provisions  forbidding  or  hindering  the  vari¬ 
ous  forms  of  consolidating  parallel  or  connecting  rail¬ 
ways  should  be  repealed,  and  public  sentiment  should 
combine  with  legislative  enactment  to  encourage  every 
step  that  leads  toward  complete  harmony  of  the  railway 
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Professor  Henry  C.  Adams :  The  paper  presented  by 
Mr,  Newcomb  has  interested  me  very  much  and  I  en¬ 
tirely  agree  with  the  conclusions  reached.  The  paper 
contains  one  thought,  however,  w’hich  seems  to  me  a 
little  questionable.  I  doubt  somew'hat  the  accuracy  of 
the  statement  that  there  can  be  no  competition  without 
discrimination.  I  cannot  recall  exactly  the  phrase,  but 
the  idea  seemed  to  be  that  discrimination  is  inseparable 
from  competition.  This,  of  course,  depends  largely 
upon  the  use  made  of  the  terms.  If  we  hold  in  mind 
competition  as  that  word  is  employed  by  English 
political  economists,  it  seems  to  me  that  discrimination 
and  competition  are  mutually  exclusive.  Competition 
exists  when  the  same  conditions  of  service  and  payment 
are  offered  to  all  consumers  or  users;  discrimination, 
on  the  other  hand,  means  that  different  service  for  the 
the  same  payment,  or  different  payments  for  the  same 
service  are  demanded  of  customers.  In  the  one  case  all 
consumers  arc  on  the  same  footing,  in  the  other  one 
class  of  consumers  is  favored  as  compared  with  another 
class.  It  appears  to  me  that  serious  mischief  must  fol¬ 
low  the  identification  of  two  terms  so  incongnious  as 
competition  and  discrimination. 

Profes.sor  A.  T.  Hadley  :  In  answer  to  an  inquiry  of 
Professor  Taussig’s,  it  is  necessary  to  call  attention  to  the 
functions  and  actions  of  the  Interstate  Commerce  Com¬ 
mission.  This  commission  was  endowed  with  two  con¬ 
flicting  functions :  first,  the  direct  function  of  adjudicat- 
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ing  cases;  and,  second,  the  indirect  function  of  making 
broad  and  general  suggestions  to  railroads  and  to  bring 
about  a  clear  understanding  of  railway  problems  by 
means  of  publicity. 

These  two  functions  are  hardly  compatible.  A  man 
is  not  likely  to  take  the  general  advice  of  a  judge  who 
has  made  an  adver.se  decision  against  him  as  defendant 
in  a  case.  Nor  is  he  likely  to  help  the  commissioner  by 
frank  and  candid  information,  if  that  information  is 
likely  to  be  used  against  him  by  the  commissioner  in 
his  capacity  as  judge.  The  members  of  the  Interstate 
Commerce  Commission,  being  lawyers  rather  than  econ¬ 
omists,  have  laid  stress  on  the  first  futiction  of  their 
office  rather  than  the  second.  As  a  consequence  much 
work  that  the  Commission  did  was  duplicated  in  the 
regular  courts  in  case  of  appeal.  Moreover,  the  econ¬ 
omic  work  that  ought  to  have  been  done  was  left  un¬ 
done  on  account  of  the  legal  mind  of  the  Commission. 

Professor  John  F.  Crowell :  There  have  been  of  late 
two  tendencies  in  railway  development  which  point  to  a 
more  settled  condition  of  things.  I  refer  to  the  class  of 
judicial  decisions  which  recognize  a  minimum  limit  be¬ 
yond  which  neither  legislatures  nor  orders  of  commis¬ 
sions  can  depress  railway  rates.  The  best  instance  of 
this  kind  is  the  Texas  railway  commission  case,  in 
which  it  is  held  that  to  reduce  rates  below  the  point  of 
remunerative  operation  is  taking  private  property  for 
public  use,  and  therefore  unconstitutional. 

Besides  this  tendency  to  judicial  determination  of  a 
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minimum  rate,  the  tendency  of  reorganization  of  receiv¬ 
ership  roads  has  been  to  reduce  the  outstanding  obliga¬ 
tions  well  within  the  net  earning  capacity  of  the  roads 
involved.  This  fixes  another  limit  beyond  which  there 
is  no  pressure  for  a  road  to  go — the  limit  of  earning  the 
usual  return  on  investments  of  this  class.  Then  we 
have  a  maximum  and  a  minimum  limit  within  which 
any  rightly  organized  road  is  free  to  work  out  its  own 
salvation  by  being  fair  to  its  patrons  and  productive  to 
its  owners.  And  these  are  the  essential  requisites  of  a 
settled  railway  development. 

Professor  Henry  C.  Adams :  I  find  myself  unable  to 
agree  entirely  with  Professor  Hadley’s  exposition  of  the 
Interstate  Commerce  Commission,  as  to  its  workings 
and  methods,  in  so  far  as  he  suggests  that  the  Commis¬ 
sion  has  weakened  its  influence  by  considering  cases  as 
a  court  might  consider  them,  rather  than  confining  its 
attention  to  the  education  of  the  public.  Doubtless 
public  education  on  matters  pertaining  to  transportation 
is  important,  but  it  is  equally  important  that  a  special 
tribunal  should  be  maintained  for  rendering  quick  de¬ 
cisions  in  cases  where  discrimination  on  the  part  of  the 
railways  is  complained  of.  A  merchant  who  is  discrim¬ 
inated  against  in  the  matter  of  freights,  needs,  above  all 
else,  that  the  discrimination  shall  cease.  He  may  find 
his  business  dissipated  before  he  can  obtain  relief  by  the 
ordinary  legal  process.  It  was  undoubtedly  the  purpose 
of  those  who  framed  the  Interstate  Commerce  Act  to 
provide  for  quick  relief  against  discrimination,  and  the 
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jealousy  of  the  courts  is,  in  some  degree  at  least,  re¬ 
sponsible  for  the  failure  of  the  Commission  to  realize 
perfectly  the  ideal  of  the  law.  For  a  long  time  the 
Commission  was  hampered  in  the  performance  of  duties 
imposed  by  its  inability  to  obtain  evidence,  and 
it  is  at  present  greatly  embarrassed  by  the  re¬ 
fusal  of  the  courts  to  accept  its  record  as  final,  so  far 
as  the  facts  in  controversy  are  concerned.  Should  the 
Commission  be  granted  by  the  courts  even  those  rights 
allowed  a  master  in  chancery,  its  influence  in  checking 
discriminations  by  railways  would  be  greatly  increased. 
It  is  not  too  much  to  say  that  the  courts  have  not  always 
looked  favorably  in  all  cases,  upon  the  theory  underly¬ 
ing  the  Interstate  Commerce  Commission ;  and  this, 
rather  than  the  fact  that  the  Commission  made  a  mis¬ 
take  in  following  the  forms  and  precedents  of  courts  in 
the  investigation  of  cases,  holds  a  prominent  place — the 
explanation  of  its  present  condition. 

Professor  Hadley  :  I  am  afraid  that  I  have  been  mis¬ 
apprehended.  There  are  two  ways  of  reaching  a  de¬ 
cision  in  a  case  of  dispute  :  First,  by  the  common  law 
method  of  deciding  each  particular  case,  as  it  comes  up, 
upon  its  merits ;  second,  the  economist’s  way — by  first 
marking  out  a  set  of  general  principles,  and  then  judg¬ 
ing  each  case  as  it  arises  by  reference  to  such  general 
principles.  The  Interstate  Commerce  Commission  has 
habitually  acted  in  conformity  with  the  common  law 
method.  Its  decisions  have  covered  particular  cases 
rather  than  general  principles  of  economics. 
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Mr.  Newcomb  :  I  am  very  sorry  to  find  myself  at 
issue  with  Professor  Adams,  but  if  he  means  to  apply 
his  criticism  to  the  substance  and  not  the  form  of  my 
assertion,  I  am  forced  to  reply  that  I  believe  it  possible 
to  show  beyond  all  controversy  that  competition,  as 
the  word  is  applied  to  the  struggle  between  independent 
railways  for  traffic  that  can  be  carried  by  either,  cannot 
exist  without  unjust  discrimination  in  railway  charges. 

I  cannot  believe  that  what  is  called  railway  competi¬ 
tion  is  essential  to  the  development  of  the  railway  sys¬ 
tem.  Indeed  it  seems  that  it  must  result  in  an  abnor¬ 
mal  and  uneconomic  development.  Witness  the  strug¬ 
gle  to  be  first  in  new  territory  that  has  resulted  in  so 
many  unprofitable  lines  ;  the  attempts  to  secure  traffic 
for  long,  circuitous  and  costly  routes,  and  the  bank¬ 
ruptcy  of  lines  that  should  be  profitable.  Harmony  in 
the  railway  system  would  mean  rates  so  fixed  as  to  se¬ 
cure  the  greatest  possible  net  revenue,  and  as  the  public 
cannot  gain  by  having  transportation  carried  on  at  a 
loss,  this  must  be  the  most  satisfactory  adjustment. 

I  have  considered  the  course  of  the  Commission  in  as¬ 
suming  to  sit  as  a  quasi-judicial  body  one  that  it  could 
not  escape.  Congress  clearly  intended  that  it  should 
have  judicial  powers,  but  failed  so  to  legislate  that  they 
could  not  be  taken  away  by  judicial  interpretation  of 
the  law.  I  am  heartily  in  sympathy  with  the  efforts  of 
the  Commission  to  have  the  law  amended  in  this  par¬ 
ticular,  only  I  do  not  believe  the  result  will  cure  the 
evils  of  discrimination  that  now  exist.  It  is  not  gen¬ 
erally  known  that  when  an  order  by  the  Commission  is 


